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LETTER  OF  TRANSMITTAL 


The  White  House, 

January  20,  I960. 

To  the  Coni’ress  of  the  United  States: 

I  present  herewith  iny  Economic  Report,  as  required  by  Section  3(a)  of 
the  Employment  Act  of  1946. 

The  RefKirt  was  prepared  with  the  advice  and  assistance  of  the  Council 
of  Economic  Advisers  and  of  the  heads  of  the  executive  departments  and 
independent  agencies  directly  concerned  with  the  matters  it  discusses.  It 
summarizes  the  economic  developments  of  the  year  and  the  steps  taken  in 
major  areas  of  economic  policy  to  promote  the  sound  expansion  of  em¬ 
ployment,  production,  and  income.  It  also  puts  forward  a  program  for 
the  year  1960  which,  in  the  context  of  present  and  prospiective  economic 
conditions,  would  effectively  implement  the  purposes  of  the  Employment 
Act. 

The  major  conclusions  and  recommendations  of  the  Report  are  set  forth 
below,  in  part  in  the  words  of  the  Report  itself. 

By  the  first  quarter  of  1959,  the  recovery  that  started  early  in  1958 
had  already  carried  production  and  income  to  levels  higher  than  ever 
before  attained  in  the  American  economy.  A  considerable  further  advance 
was  scored  during  the  remainder  of  1959,  despite  the  deep  effect  of  the 
1 16-day  strike  in  the  steel  industry. 

The  Nation’s  output  of  goods  and  services  in  the  fourth  quarter  of  1959 
was  at  an  annual  rate  of  $482  billion.  When  adjusted  for  price  changes, 
this  rate  of  output  was  3 /a  percent  higher  than  the  rate  attained  in  the 
corresponding  period  in  1958.  By  December  1959,  total  employment  had 
reached  a  record  level,  66.2  million,  on  a  seasonally  adjusted  basis.  And 
pKTsonal  income  payments  in  December  were  at  an  annual  rate  of  $391 
billion,  $24  billion  greater  than  a  year  earlier.  After  adjustment  for  in¬ 
creases  in  prices,  the  rise  in  total  jjersonal  income  in  1959  represented  a 
gain  of  nearly  5  fiercent  in  the  real  buying  piower  of  our  Nation. 

As  we  look  ahead,  there  are  good  grounds  for  confidence  that  this 
economic  advance  can  be  extended  through  1%0.  Furthermore,  with  ap¬ 
propriate  private  actions  and  public  policies,  it  can  carry  well  beyond  the 
present  year. 
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Howcxer,  as  always  In  periods  of  rapid  rconomic  «‘xpansion,  wo  must 
avoid  speculative  excesses  and  actions  that  would  compress  ;u;ains  into  so 
short  a  period  that  the  rate  of  e^rowth  could  not  he  sustained.  We  must 
seek,  throutj^h  both  private  actions  and  public  jiolicies,  to  miniinize  and  con¬ 
tain  inflationary  pressures  that  could  undermine  the  basis  for  a  hit^h,  con¬ 
tinuing  rate  of  grow  th. 

Three  elements  stand  out  in  the  (iovernment’s  program  for  realizing 
the  objectives  of  high  production,  employment,  and  income  set  forth  in  the 
Employment  Act:  first,  favorable  action  by  the  C’ongress  on  the  nrom- 
inendations  for  appropriations  and  for  measures  affecting  Federal  revenues 
presented  in  the  Budget  for  the  fiscal  year  1961 ;  second,  use  of  the  result¬ 
ing  surplus,  now  estimated  at  $4.2  billion,  to  retire  Federal  debt;  third, 
action  by  the  Congress  to  remove  the  interest  rate  limitation  that  currently 
inhibits  the  noninflationars’  management  of  the  Federal  debt.  Numerous 
additional  proposals,  many  of  which  are  described  in  Chapter  4  of  the 
Economic  Report,  will  be  made  to  supplement  the  Federal  Government’s 
existing  economic  and  financial  programs. 

Following  the  budget  balance  now  in  prospect  for  the  fiscal  year  1960, 
these  three  elements  of  the  1960  program  will  strengthen  and  be 
strengthened  by  the  essential  contributions  to  sustainable  economic  growth 
made  through  the  policies  of  the  independent  Federal  Resers  e  System.  Fis¬ 
cal  and  inonetarv’  policies,  which  are  powerful  instruments  for  preventing 
the  development  of  inflationary  pressures,  can  effectively  reinforce  one 
another. 

But  these  Government  |x)licies  must  b<‘  supplemented  by  appropriate 
private  actions,  especially  with  respect  to  profits  and  wages.  In  our  system 
of  free  competitive  enterprise  and  shared  resjxmsibility,  we  do  not  rely 
on  Government  alone  for  the  achievement  of  inflation-free  economic 
growth.  On  the  contrary,  that  achievement  requires  a  blending  of  suitable 
private  actions  and  public  policies.  Our  success  in  realizing  the  oppor¬ 
tunities  that  lie  ahead  will  therefore  depend  in  large  part  upon  the  ways 
in  which  business  management,  labor  leaders,  and  consumers  }x‘rform  their 
own  economic  functions. 

A  well-informed  and  vigilant  public  opinion  is  essential  in  our  free 
society  for  helping  achieve  the  conditions  neces.sary  for  price  stability  and 
vigorous  economic  growth.  Such  public  opinion  can  be  an  effective  safe¬ 
guard  against  attempts  arbitrarily  to  establish  prices  or  wages  at  levels  that 
are  inconsistent  with  the  general  welfare.  Informed  public  opinion  is  also 
necessary  to  support  the  laws  and  regulations  that  provide  the  framework 
for  the  conduct  of  our  economic  affairs. 

Further  progress  is  needed  in  establishing  a  broad  public  understanding 
of  the  relationships  of  productivity  and  rewards  to  costs  and  prices.  It 
would  be  a  grave  mistake  to  believe  that  we  can  succes-sfully  substitute  legis¬ 
lation  or  controls  for  such  understanding.  Indeed,  the  complex  relation¬ 
ships  involved  cannot  be  fixed  by  law,  and  attempts  to  detennine  them  by 
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restrictive  governmental  action  would  jeopardize  our  freedoms  and  other 
conditions  essential  to  sound  economic  growth. 

Our  system  of  free  institutions  and  shared  responsibility  has  st*rved  us 
well  in  achieving  economic  growth  and  improvement.  From  our  past  ex- 
|M*rience,  we  are  confident  that  our  changing  and  increasing  needs  in  the 
future  can  be  met  within  this  flexible  system,  which  gains  strength  from 
the  incentive  it  provides  for  individuals,  from  the  scope  it  affords  for  indi¬ 
vidual  initiative  and  action,  and  from  the  assurance  it  gives  that  govern¬ 
ment  remains  responsive  to  the  w  ill  of  the  people. 

Dvvioht  D.  Eisenhowkr. 
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Chapter  1 

Economic  Growth  in  a  Free  Society 


The  vigor  of  the  underlying  forces  that  make  for  growth  in  the 
American  economy  was  clearly  evident  in  1959.  Employment,  produc¬ 
tion,  and  income  at  the  end  of  the  year  were  substantially  above  the  levels 
reached  at  the  end  of  1958,  despite  the  prolonged  strike  in  the  steel  indus¬ 
try.  As  this  Economic  Rep)ort  is  transmitted  to  the  Congress,  the  outlook 
is  good  for  an  extension  of  growth  through  1960  and  beyond. 

In  these  circumstances,  it  is  appropriate  that  the  first  chapter  of  this 
Report  should  be  addressed  to  the  question  of  how  best  to  extend  economic 
growth  into  the  years  ahead  at  a  high  and  sustainable  rate  and  in  ways  that 
strengthen  and  reinforce  our  political  and  economic  freedoms.  Other 
chapters  of  the  Report  summarize  the  leading  economic  developments  in 
1959;  describe  the  policies  that  were  pursued  in  the  past  year  to  promote 
higher  employment,  production,  and  purchasing  power;  and  set  forth  the 
Administration’s  1960  program  for  extending  the  Nation’s  economic  progress. 

Record  of  Growth  in  the  American  Economy 

A  few  facts  illustrate  the  ability  of  the  American  economy  to  continue 
raising  what  has  long  been  the  highest  living  scale  in  the  world,  while 
carrying  a  heavy  defense  burden  and  meeting  broad  international  obli¬ 
gations. 

In  the  14  years  since  the  pa.ssage  of  the  Employment  Act,  employment 
has  advanced,  on  the  average,  by  nearly  800,000  a  year.  In  real  terms, 
the  Nation’s  output  of  goods  and  services,  as  well  as  its  personal  income, 
has  increased  by  more  than  50  percent,  or  at  a  rate  of  3.2  percent  pier 
year;  and  the  output  of  the  private  sector  of  the  economy  has  advanced 
at  a  slightly  higher  rate,  3.5  p>ercent.  For  industrial  production,  the  rate  of 
increase  has  b<‘en  4.5  percent.  The  annual  increase  of  3.2  percent  in  total 
national  output,  which  corresponds  to  a  doubling  every  22  years,  is  roughly 
equivalent  to  the  long-term  average  reached  in  our  previous  history.  Thus, 
the  American  economy  has  sustained  its  long-term  record  of  growth,  despite 
the  high  level  of  industrial  development  already  achieved  and  despite 
tempiorary  st'tbacks. 

The  increa.se  in  national  output  has  made  |X)ssible  very  great  gains  in  the 
well-being  of  American  families.  Evidence  of  the  advances  made  in  this 
respect  since  passage  of  the  Employment  Act  is  presented  in  the  Appendix 
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on  “nifFusion  of  Well-Being”  included  in  this  Report.  Real  iiuoine  |mt 
capita  ha.s  increased  by  nearly  20  percent  since  1946,  and  the  inc  rease 
per  family  has  been  16  percent.  As  income's  ha\  c*  risen  and  as  paid  \  ac  atiems 
have  become  longer  and  more  common,  Ic'isure  time  has  inc  reased  and 
recreational  activities  have  become  more  widely  c'li joyed.  I  he  shoitage 
of  housing  so  evident  immediately  after  World  War  11  has  bec'ii  viitually 
eliminated.  Since  1946,  the  housing  supply  has  been  increased  by  the  con¬ 
struction  of  If)  million  private  nonfarm  dwelling  units,  and  there  have* 
been  marked  improvements  in  the  quality  of  housing.  .\t  the  same  time, 
there  has  been  a  general  increase  in  home  ownership;  some  60  peicent  of 
all  nonfarm  dwelling  units  are  owned  by  the  occupant  families. 

Attention  to  such  material  advances  should  not  obscure  the  accompanying 
gains  made  with  respect  to  other  components  of  our  well-being,  some  of 
which  are  less  tangible.  In  health,  there  has  been  rt'markable  progress  in 
the  rc'duction  of  infant  and  maternal  mortality,  in  the  prevention,  mitigation, 
and  treatment  of  many  diseases,  in  restoring  the  physic  ally  handic  appe  d,  in 
making  available  a  better  balanc  c-d  diet  at  Icmc-r  cost,  and  in  cre-ating  othc'i 
conditions  conducive  to  longc'r  years  of  life  and  greatc'i  efhc  ic'iicy.  Health 
services  are  more  and  more'  widely  available,  and  the-  grc'at  majority  of 
Americans  now  have  some  protec  tion  undc-r  voluntary  [dans  of  hospital, 
surgical,  and  medical  insurance. 

Notable  gains  have  bec-n  made  in  c'ducation  and  other  cultural  areas. 
School  enrollment  has  risen  in  the  last  12  years  from  50  [)ercent  to  alxcut 
65  percent  of  all  persons  in  the  age  groiq)  of  5  to  29  years.  From  1946 
to  1959,  the  number  of  Bachelor's  and  first  professional  degrees  confc'irc'd 
annually  almost  trebled,  and  the  number  of  Master's  and  sc'cond  |)rofc'ssionaI 
degrees  showed  a  still  girater  relative  increase.  To  some  extent,  thc-se 
advances  represent  the  resumption  of  academic  work  interruptc'd  by  war. 
but  the  large  gains  made  in  the-  past  few  years  indicate  a  rising  trc'iid  that 
will  accelerate  in  the  years  ahead.  'The  number  of  earned  Doctorates  cem- 
ferred  rose  sharply  after  the  war,  reaching  in  1954  a  new  high,  whic  h  has 
been  maintained  for  several  years.  In  the  past  dc'cade,  more'  than  84,000 
Doctorates  have  been  conferred,  compared  with  some  27,0(X)  during  the 
1930’s  and  about  41,000  in  the  1940’s.  Marked  increases  are  exjM'ctc'd 
also  in  the  next  several  years.  Another  source  of  satisfaction  is  the  record  of 
scientihe  achievement.  Since  1946,  close'  to  half  of  the  Nobel  awards  for 
contributions  to  medicine,  chemistry,  and  physics  have  been  bestowed  on 
American  citizens. 

The  economic  security  of  American  families  has  been  advanced  signih- 
cantly  in  the  years  since  World  War  II.  About  58  million  persons  87  per¬ 
cent  of  all  those  in  paid  employment — are  now  covered  by  the  Fc'deral 
Government’s  old-age,  survivors,  and  disability  insurance  system  and  related 
programs.  More  than  19  million  persons  are  covered  by  privately  hnanced 
pension  plans.  'Fhe  Federal-State  Unemployment  Compensation  System, 
which  has  proved  its  worth  as  a  defense  against  loss  of  income  during  jjeriods 


2 


L 


of  rconomic  adversity,  now  provid(‘s  protection  for  nearly  85  percent  of 
all  persons  on  nonfarni  payrolls. 

lint  the  progress  made  under  Government  programs  should  not  divert 
attention  from  the  e.xtensive  |)rovisions  made  independently  by  Americans 
for  personal  and  family  security.  I'he  number  of  life  insurance  policy¬ 
holders,  for  example,  has  increased  by  about  60  percent  since  1946;  about 
1  15  million  persons  were  insured  through  legal  reserve  companies  in  1959. 
'I'he  volume  of  time  and  savings  deposits  of  individuals  has  increased  by 
nearly  $35  billion,  or  more  than  50  percent,  since  1952.  Share  accounts 
in  savings  and  loan  a.ssociations  have  also  risen  by  $35  billion  in  this  period — 
by  nearly  2(K)  percent. 

.And  it  is  not  too  much  to  say  that  we  have  made  good  progress  in  moder¬ 
ating  fluctuations  in  our  economy.  .Although  economic  recession.^,  however 
minor,  must  remain  a  matter  of  concern  to  all  Americans,  the  relative 
mildness  and  short  duration  of  the  three  since  the  war  have  to  be  reckoned 
as  a  major  factor  in  the  strengthening  of  personal  security. 

Nkw  Challenges  and  Opportunities 

These  improvements  in  the  well-being  of  the  American  people  ofTer  con¬ 
vincing  testimony  of  the  productiveness  of  our  free  economy  and  the  wide 
distribution  of  its  annual  yield.  Continuing  efforts  are  needed,  however,  to 
assure  that  advances  are  extended  into  the  future  at  high  rates. 

One  important  line  of  progress  to  this  end  is  the  lessening  of  fluctuations 
in  our  economic  development.  Although  the  severity  and  duration  of  eco¬ 
nomic  recessions  have  b<‘en  limited  in  the  postwar  period,  we  must  strive 
for  a  steadier  rate  of  growth.  I'his  would  not  only  reduce  the  personal 
hardships  incident  to  economic  setbacks  but  could  also  yield  a  higher 
annual  rate  of  growth  over  a  jxTiod  of  years. 

In  addition  to  lessenin*'^  cyclical  declines  in  employment,  efforts  should 
be  made  to  improve  the  skills  of  our  labor  force  and  to  make  consistently 
fuller  use  of  economic  resources  in  all  parts  of  the  Nation.  In  general,  un¬ 
employment  rates  in  the  United  States  have  not  been  high  for  an  economy 
which  allows  and  experiences  considerable  labor  mobility  and  job  change, 
but  they  can  and  should  be  lower.  Since  unemployment  is  typically  highest 
among  those  persons  w’ith  inadequate  training  in  the  skills  demanded  by  a 
dynamic  industrial  economy,  better  schooling  and  improved  counseling  serv¬ 
ices  are  clearly  desirable.  Also,  while  advances  in  economic  activity  and  in 
well-being  have  been  widely  shared,  constaictive  measures  are  needed  to 
draw  more  fully  into  the  mainstream  of  economic  growth  those  communi¬ 
ties  and  areas  that  experience  persistently  high  unemployment. 

In  the  decade  we  have  just  entered,  a  new  factor — the  expected  sharp 
increase  in  the  labor  force — will  require,  and  will  help  to  achieve,  more 
rapid  economic  growth.  Over  the  past  decade,  our  labor  force  increased 
at  an  average  rate  of  about  825,000  a  year.  But  the  sharp  rise  in  births 
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in  the  years  since  the  war  means  that  the  annual  increase  in  the  number 
of  persons  available  for  employment  will  rise  rapidly  in  the  next  ten  years. 
Projections  suggest  something  close  to  a  doubling  of  this  annual  increment 
to  the  labor  force  by  the  end  of  the  1960’s.  'I'he  rapid  expansion  of  our 
manpower  w'ill  offer  a  unique  opportunity  for  increasing  our  rate  of  output. 
By  the  same  token,  our  economy  will  have  to  supply  additional  employment 
openings,  by  the  end  of  the  decade,  at  a  rate  twice  that  required  in  the 
1950’s. 

The  coming  of  age  of  this  large  group  of  young  people  will  also  require 
great  increases  in  the  output  of  housing  and  of  consumer  goods  and  serx  ices 
of  all  kinds,  as  new’  families  are  formed  and  new  households  are  established 
in  increasing  numbers.  Meeting  these  output  and  employment  demands 
in  the  next  decade  will  require  a  vast  increase  in  savings  and  invested  capital 
to  supply  needed  tools  and  facilities.  It  will  require  continuing  extensive 
private  and  public  support  of  basic  and  applied  research.  It  also  will  re¬ 
quire  greater  efforts,  primarily  by  local  and  State  governments  and  private 
groups,  in  education  and  training. 

Success  in  providing  the  additional  new  job  opportunities  would,  of 
itself,  accelerate  our  rate  of  economic  growth.  By  the  end  of  the  19f)0’s, 
this  acceleration  and  an  improvement  in  productivity  similar  to  the  average 
for  recent  decades  would  yield  an  annual  national  output  close  to  half 
again  what  it  is  today.  And  this  p)erformance  could  be  bettered  if  we 
succeed  in  creating  conditions  that  favor  a  higher  rate  of  increase  in 
productivity. 

Shared  Responsibility  for  Economic  Growth  and  Improvement 

The  economic  tasks  of  the  next  decade  pose  impressive  challenges,  but 
there  is  every  reason  to  believe  that  they  will  be  met,  just  as  similar  chal¬ 
lenges  have  been  met  in  the  past.  We  should  regard  these  challenges  as 
opportunities,  and  recognize  that  we  have  great  advantages  as  we  go  about 
meeting  them.  A  large  productive  base  already  exists  in  the  American 
economy,  and  our  compietitive  enterprise  system  is  well  able  to  expand  this 
base  as  needs  increase.  The  ideals,  freedoms,  incentives,  and  rew’ards  of  our 
enterprise  society  are  powerful  forces  in  directing  efforts  and  material 
resources  to  the  meeting  of  new  tests.  And  our  traditional  and  proven 
system  of  sharing  responsibility  for  economic  growth  and  improvement  be¬ 
tween  the  private  and  public  spheres  of  our  society,  and  among  the  several 
levels  of  government,  provides  a  means  for  guiding  those  efforts  along  fruit¬ 
ful  lines. 

The  premises  of  this  system  of  shared  responsibility,  recognized  by  the 
Congress  in  Section  2  of  the  Employment  Act,  deserve  renewed  emphasis 
as  we  prepare  for  the  challenges  and  opportunities  of  the  new  decade.  In 
our  society,  the  maintenance  of  a  climate  conducive  to  orderly  and  vigorous 
economic  growth  is  not  exclusively  the  function  of  government.  Indeed, 
excessive  reliance  on  governmental  machinery  may  not  only  frustrate  the 
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quest  for  steady  growth  and  reasonably  stable  prices,  but  may  also  have 
undesirable  consequences  for  our  economic  system  and  our  freedoms.  The 
more  effective  the  job  done  by  individuals  and  private  groups  and  by  gov¬ 
ernment  at  the  State  and  community  levels,  the  less  the  danger  of  Federal 
encroachment  in  areas  that  have  traditionally  been  the  province  of  private 
enterprise  and  of  local  government.  Our  various  levels  of  government  and 
private  individuals  and  groups  have  distinctive  roles  in  our  free  society’s 
system  of  shared  responsibility.  At  this  {X)int  it  is  well  to  recall  these  roles, 
with  particular  reference  to  the  problem  of  maintaining  a  high  rate  of 
economic  growth. 


Roles  of  Government 

In  a  free  society,  government  makes  its  major  contribution  to  economic 
growth  by  fostering  conditions  that  encourage  and  reinforce  the  efforts  of 
individuals  and  private  groups  to  improve  their  circumstances.  This  in¬ 
cludes  the  preservation  and  enhancement  of  competition,  the  maintenance 
of  a  stable  currency,  the  moderation  of  fluctuations  in  employment  and  out¬ 
put,  participation  in  the  development  of  human  and  natural  resources, 
the  enhancement  of  personal  security,  provision  of  a  sound  national  defense, 
and  the  maintenance  of  mutually  advantageous  ties  with  other  countries. 

Resp>onsibility  for  many  of  these  roles  is  divided  among  the  various 
levels  of  government,  but  none  can  be  carried  out  adequately  without  the 
initiative  and  cooperation  of  individuals  and  private  groups.  This  network 
of  relationships  is  the  product  of  our  history’.  It  embodies  the  American 
concept  of  government  as  the  responsive  instrument  of  the  p>eople. 

The  Federal  Government’s  contribution  toward  preser\ing  and  strength¬ 
ening  the  institutions  of  our  competitive  enterprise  system,  to  which  the 
Employment  Act  properly  directs  attention,  is  of  sjDecial  importance.  Ojjen 
markets  fierform  the  essential  task  of  channeling  economic  resources  into 
the  uses  that  businessmen  and  consumers  deem  most  satisfactory;  in  this 
way,  they  contribute  to  the  productiveness  of  our  economy  and  to  the  quality 
of  our  living.  They  should  remain  free  of  unwarranted  restraints.  Leaders 
of  business,  labor,  farming,  and  the  professions,  as  well  as  the  various  levels 
of  government,  have  responsibilities  for  maintaining  the  openness  and  re¬ 
siliency  of  our  economic  system.  The  comjjetStive  nature  of  this  system  is 
closely  linked  to  our  ideals  of  freedom  and  individual  initiative,  which  have 
far  more  than  economic  significance.  A  free  society,  free  political  institu¬ 
tions,  and  a  free  economy  are  interdependent  and  reinforce  each  other. 

As  indicated  earlier,  Federal  action  to  help  smooth  out  economic  fluctua¬ 
tions  affords  another  opportunity  to  promote  growth.  Deep  and  prolonged 
declines  of  production,  involving  substantial  reductions  in  investment,  not 
only  interrupt  current  advance  but  impede  future  growth.  It  is  widely 
acknowledged  that  to  avoid  such  declines  Government  should  take  measures, 
appropriately  designed  and  timed,  to  counter  recessionary  tendencies.  It 
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is  also  important  that  appropriate  measures  should  be  taken  to  restrain 
surt^es  in  economic  activity  that  miu;ht  lead  to  drastic  corrections. 

Governmental  decisions  regarding  the  volume  and  character  of  |)ublic 
expenditures  have  powerful  eff(Tts  on  the  health  ol  the  et onomv  and  on 
its  prospects  for  vigorous  and  sustainable  grow  th.  Esp*‘<  ially  in  a  briskly 
growing  economy — the  kind  to  be  expected  in  the  current  decade- 
demands  on  economic  resources  are  heavy  and  rising,  and  public  outlays 
are  made  at  the  expense  of  private  spentlinti.  1  he  public  use  of  funds, 
whether  to  continue  established  prourams  or  to  initiate*  new  ones,  must  he 
justified  on  the  ground  that  it  makes  a  laruei  contribution  to  wi'll-heing 
and  economic  strength  than  could  he  made  by  their  |)ii\  ate*  use*.  I'he*  entire* 
range  of  Federal  s])e*nding  must  he*  continuenisly  unde*r  review,  with  this 
criterion  in  mind.  Many  publie-  preegrams  make*  impe>rtant  ce>nti  ihutieens 
to  growth,  both  dire'ctly  by  increasing  the  prexluctiv  e  ca|)acity  eef  ineliv  iduals 
and  business  firms  and  indire*ctly  by  facilitating  and  e*ncexuaging  the*  gre*ate*r 
private  investment  that  enlarge*s  our  capacity  for  future*  preHluctie>n.  It 
must  always  be  borne  in  mind,  however,  that  we  grenv  eenly  by  in\e*sting 
more  and  producing  more,  not  simply  by  spending  mon*. 

The  way  taxes  are  levie*d  also  afrt*cts  the*  advance*  eif  prexluctiv  ity  and 
output.  We  must  remain  alert  to  the  jKissihility  eef  making  the*  tax  system 
a  more  efTective  instrument  for  promoting  economic  growth.  Taxes  afTe'ct 
the  ability  of  individuals  and  corporations  to  save.  Likewise*,  their  im¬ 
pact  on  the  risk  and  return  of  investment  influe*nces  the  willingness  to 
make  productive  use*  of  savings.  Our  tax  system  should  give  e*ne  enu  agenu*nt 
to  productive  effort  and  should  facilitate  the*  mobility  and  e*fricie*nt  use*  of 
capital.  We  should  continue  to  revie*w  our  tax  system  from  the*se  stand¬ 
points,  as  well  as  from  the  standpoint  e>f  eepiity. 

The  Fedeial  Gove*rnment  can  make*  a  basic  e  e^ntrihutie>n  te>  an  e  tivirein- 
ment  favorable  to  economie*  growth  threeugh  a  eeenstrue  tive*,  feerward-leeeeking 
management  of  its  finances.  To  me*et  this  vital  re*sponsihility  in  fise  al  af¬ 
fairs,  while  performing  its  fune  tions  ade*e|uate*ly,  Ge>ve*rmne  nt  must  give* 
cle’ar  evidence,  in  ae  tual  re*sults,  of  its  ability  and  de*te*rminatieni  to  e ontrol 
its  expenditure's.  When  the*  Nation  is  pre>spe*renis,  as  it  is  today,  with 
produe  tion,  emplewme'nt,  and  ineome-s  rising,  the*  most  appreepriaie  fiscal 
policy  is  one  that  providers  a  sizable  e*xcess  e)f  Fe*de*ral  re*ve*nue*s  over  Fe*de*ral 
expenditures.  In  the  e'conomic  cire  umstanct's  ne)w  prevailing  and  e*x- 
pe*vtt*d  in  the  near  future*,  a  hudge*tary  surplus  use*d  to  retire  deh.  we)uld 
be  a  powerful  aid  in  helping  te^  rt*strain  inflationary  pre*ssure*s  and  to  {)ro- 
mote  sound  growth.  'I'he  adde*d  savings  which  it  weeidd  supply  te>  the* 
economy  would  help  keep  inter(*st  rate's  lower  than  otherwise,  and  f.ieilitate 
private  investment  activity  and  the  financing  of  publie*  projt'e  ts  by  State 
and  local  governments.  Fhe  monetary  authoritie*s  would  have  a  fre'er  hand 
in  pursuing  policie's  aime'd  at  promoting  ste'ady,  inflation-free  grow'th.  And 
such  a  fiscal  policy  would  be  a  potent  instrument  for  stre*ngthening  confi¬ 
dence  in  the  dollar  at  home  and  abroad.  Indeed,  a  sizable  budget  surplus 


at  this  timt',  used  to  retire  Federal  debt,  would  efTectively  implement  the 
objectives  proclaimed  in  the  Employment  Act. 

Rolf s  of  Individuals  and  Ptivate  Groups 

Since  the  vast  majority  of  economic  decisions  in  a  free  society  arc  made 
by  private  individuals  and  groups,  the  rate  at  which  national  output  grows 
and  the  character  of  that  output  are  detennined  chiefly  by  private  attitudes 
and  actions.  The  expenditures  of  consumers  command  about  two-thirds 
of  the  Nation’s  total  product,  and  private  investment  expenditures  com¬ 
mand  another  one-eighth,  or  more.  Individuals  and  business  concerns 
supply  the  bulk  of  the  Nation’s  savings,  and  the  major  responsibility  for 
directing  these  savings  into  private  and  public  investment  rests  with  private 
institutions.  Finally,  as  citizens  of  a  democracy,  individuals  determine 
directly  or  through  chosen  representatives  what  they  want  done  through 
government,  and  at  what  cost.  Obviously,  the  p<‘rformance  of  our  free 
economy  dep«‘nds  largely  on  how  individuals  and  private  groups  fulfill  their 
many  critu  al  roles. 

In  their  key  role  as  consumers,  individuals  can  contribute  to  the  Nation’s 
economic  strength  by  spending  wisely,  just  as  government,  acting  as  their 
agent,  can  promote  growth  by  prudence  in  its  spending.  By  the  use  to 
which  they  put  their  income  they  determine  in  large  measure  how  economic 
resources  are  allocated.  .And  in  buying  carefully  for  price  and  quality, 
they  exert  a  restraining  influence'  on  the  cost  of  living. 

Individuals  and  corporate  groups,  in  tlu'ir  roles  as  business  leaders,  can 
help  strengthen  the  ee  onomy  by  the  use  they  make  of  the  rt'sources  under 
their  control.  They  may  be  able  to  speed  the  increa.se  in  productivity  in 
the  private  sector  through  allocating  a  greater  share  of  these  resources  to 
investment  and  resea n  h  and  through  pricing  policies  that  favor  the  ex- 
f)ansion  of  markets.  .Also,  they  can  speed  growth  by  upgrading  worker 
skills,  by  improving  the  skills  of  management,  and  by  eliminating  wasteful 
practices. 

E(|ually,  leaders  of  labor  have  an  opportunity  as  well  as  a  responsibility 
to  help  realize  more  fully  the  Nation’s  economic  potential.  They  can 
contribute  significantly  in  this  direction  by  fostering  arrangements  favorable 
to  higher  labor  productivity. 

.And  leaders  of  business  and  labor  have  a  joint  responsibility  for  facilitat¬ 
ing  economic  growth  through  the  conduct  and  results  of  collective  bargain¬ 
ing.  'Fhis  responsibility  is  especially  great  in  industries  that  arc  basic  to 
the  Nation’s  defenses  and  economic  health.  Events  of  the  past  year  demon¬ 
strate  the  damage  that  can  be  done  when  established  methods  for  settling 
industrial  disputes  break  down.  .An  obvious  way  to  achieve  our  economic 
potential  more  fully  is  to  improve  on  this  aspect  of  the  past  year’s  record. 
Labor-management  disputes  in  basic  industries  should  be  settled  promptly, 
preferably  without  recourse  to  strikes,  and  certainly  without  extended  in¬ 
terruptions  of  production  that  cause  widespread  dislo<'ation  and  unemploy- 


5.{3287  o  -flo - 2 


7 


wt 

! 


merit  and  threaten  to  paralyze  our  entire  economy.  They  should  be  settled 
also  on  terms  that  are  fair  to  the  public  at  large  as  well  as  to  the  parties 
directly  involved. 

Labor-management  negotiations  in  all  industries  offer  opportunities  to 
help  promote  sound  growth  by  avoiding  settlements  that  contribute  to  in¬ 
flation.  Settlements  should  not  be  such  as  to  cause  the  national  average 
of  wage  rate  increases  to  exceed  sustainable  rates  of  improvement  in  na¬ 
tional  productivity.  A  national  wage  pattern  that  fails  to  meet  this 
criterion  would  put  an  upward  pressure  on  the  price  level.  Hourly  rates 
of  pay  and  related  labor  benefits  can,  of  course,  be  increased  without 
jeopardizing  price  stability.  Indeed,  such  increases  arc  the  major  means 
in  our  free  economy  by  which  labor  shares  in  the  fruits  of  industrial  prog¬ 
ress.  But  improvements  in  compensation  rates  must,  on  the  average, 
remain  within  the  limits  of  general  productivity  gains  if  reasonable  stability 
of  prices  is  to  be  achieved  and  maintained.  Furthermore,  price  reduc¬ 
tions  warranted  by  especially  rapid  productivity  gains  must  be  a  normal 
and  frequent  feature  of  our  economy.  Without  such  reductions  we  shall 
not  be  able  to  keep  the  price  level  as  a  whole  from  advancing. 

A  well-informed  and  vigilant  public  opinion  is  essential  in  our  free  society 
for  helping  achieve  the  conditions  necessary  for  price  stability  and  vigorous 
economic  growth.  Such  public  opinion  can  be  an  effective  safeguard 
against  attempts  arbitrarily  to  establish  prices  or  wages  at  levels  that  are 
inconsistent  with  the  general  welfare.  Informed  public  opinion  is  also 
necessary  to  support  the  laws  and  regulations  that  provide  the  framework 
for  the  conduct  of  our  economic  affairs. 

However,  we  must  go  further  in  establishing  a  broad  public  under¬ 
standing  of  the  relationships  of  productivity  and  rew’ards  to  costs  and 
prices.  It  would  be  a  grave  mistake  to  believe  that  we  can  successfully 
substitute  legislation  or  controls  for  such  understanding.  Indeed,  the 
complex  relationships  involved  cannot  be  fixed  by  law,  and  attempts  to 
determine  them  by  restrictive  governmental  action  would  jeopardize  our 
freedoms  and  other  conditions  essential  to  sound  economic  growth. 

Our  system  of  free  institutions  and  shared  responsibility  has  ser\ed  us 
well  in  achieving  economic  growth  and  improvement.  From  our  past 
exp)erience,  we  are  confident  that  our  changing  and  increasing  needs  in  the 
future  can  be  met  within  this  flexible  system,  which  gains  strength  from  the 
incentive  it  provides  for  individuals,  from  the  scope  it  affords  for 
individual  initiative  and  action,  and  from  the  assurance  it  gis’es  that 
government  remains  responsive  to  the  will  of  the  people. 
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Chapter  2 

Economic  Developments  in  1959 

The  economic  recovery  in  the  United  States  that  started 
early  in  1958  carried  production  and  incomes  to  new  high  levels 
by  the  first  quarter  of  1959.  The  Nation’s  output,  in  terms  of  tHe  physical 
volume  of  goods  and  services,  surpassed  its  previous  peak.  The  flow  of 
income  payments  also  exceeded  the  previous  record,  and  civilian  employ¬ 
ment,  though  still  below  the  high  reached  in  the  second  quarter  of  1957, 
was  1.2  million  greater  than  in  mid- 1958,  after  seasonal  adjustments. 

These  advances  were  extended  into  19.59,  though  economic  activity 
was  sharply  affected  by  the  116-day  steel  strike  which  began  on  July  15. 
Developments  in  the  steel  industry  had  first  an  expansive,  and  then  an 
increasingly  contractive,  effect.  Anticipatory’  purchases  of  steel  and  prod¬ 
ucts  of  steel  quickened  the  advance  in  the  Nation’s  output  in  the  first  half 
of  the  year,  but  led  to  a  drop  in  gross  national  product  in  the  third 
quarter,  as  about  85  p<'rcent  of  steel  capacity  was  idled  and  the  output 
of  steel-using  products  had  to  be  sustained  in  the  main  out  of  previously 
produced  steel  supplies.  Still,  by  the  end  of  the  year,  the  Nation’s 
aggregate  output  amounted  to  $482  billion,  on  an  annual  rate  basis; 
employment  had  risen  to  66.2  million  (seasonally  adjusted),  the  highest 
in  the  Nation’s  history;  and  personal  income  was  being  received  at  the 
rate  of  $391  billion  a  year,  5  percent  (adjusted  for  price  changes)  higher 
than  in  the  last  month  of  1958. 

Expansion  of  Output 

The  rapid  rise  in  general  economic  activity  already  in  progress  as  1959 
began  raised  output  to  $484.5  billion  in  the  second  quarter  of  the  year 
(Chart  1).  This  exceptionally  rapid  expansion  reflected  not  only  the  ab¬ 
normal  demand  for  inventories  induced  by  the  expectation  of  a  steel  strike, 
but  also  a  substantial,  continuing  increase  in  the  final  demand  for  goods  and 
services.  To  a  certain  extent,  these  two  factors  reinforced  one  another,  but 
increasing  outlays  by  business  concerns  on  plant  and  equipment,  rising 
expenditures  on  residential  construction,  and  increased  purchases  of  durable 
goods  by  consumers  had  significant  independent  effects  in  stimulating  the 
expansion  of  production,  employment,  and  income. 
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CHART  1 


Gross  National  Product 

Gross  national  product  in  1959  reflected  continued  growth  in 
final  purchases  and  marked  shifts  in  inventory  investment. 
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'Fhe  shift  between  early  1958  and  mid- 1959  in  the  in\(‘ntoiy  |)oIicies  of 
business  had  a  marked  economic  effect.  Inventory  accumulation  hepan 
in  the  latter  part  of  1958,  following  a  full  year  of  li({uidation.  It 
quickened  during  the  first  half  of  19.59,  as  business  firms  replenished 
their  stocks  of  materials  and  finished  goods  to  meet  rising  operating  needs; 
and  it  became  especially  rapid  in  the  second  quarter  of  the  year  as  businesses 
sought  to  assure  continuance  of  their  operations  in  the  event  of  an  inter¬ 
ruption  of  steel  production.  Approximately  one-third  of  the  inventory 
accumulation  in  the  second  tpiarter  was  attributable  to  increased  holdings 
of  steel  mill  products.  And  inventory  accumulation  alone  was  etpial  to 
one-third  of  the  rise  in  gross  national  product  from  the  19.58  recession  low 
to  the  1959  high. 

The  advance  in  final  purchases  of  goods  and  services  which  began  in 
the  second  quarter  of  1958  also  reached  a  peak  rate  in  the  second  rjuarter 
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of  1939.  \'iitiially  all  tin-  main  (.atci^orics  of  final  purchases  increased. 
Improved  investment  opportunities,  supported  by  higher  business  earnings 
and  retained  income,  providi  d  a  basis  for  increased  business  outlays  on  plant 
and  e(iui|)ment.  Tlu'se  rose  by  about  10  percent,  from  a  seasonally  ad¬ 
justed  annual  rate  of  billion  in  the  fourth  (juarter  of  19.38  to  $36.6 

billion  in  the  second  (|uarter  of  19.39  (I'able  D-8).  Within  nonfarm 
business  investment  outlays,  expenditures  on  equi|)ment  moved  forward 
somewhat  moic  suiftiv,  cising  approximately  14  percent  from  the  end  of 
1938  to  mid- 1939.  But  nonresidential  construction  grew  at  a  slower  rate, 
as  substantial  expenditures  for  public  utility  and  commercial  projects  were 
partially  ofls(*t  bv  a  decline  in  factors  building.  Residential  construction, 
on  the  other  hand,  rose  rapidly  in  th*‘  early  months  of  193f).  4’he  public 
sector  of  the  et onomv  provided  a  tnoderatc4y  expansive  impetus’  to  aggre¬ 
gate  output.  .State  and  local  purchases  of  gcxids  and  s«-rvices  continued  to 
lisc-,  while  those-  of  the  Fede  ral  (loveiniTient  re-mained  stable.  Net  exports 
we-re-  the-  single  contrac  tive  fae  toi  among  the  major  components  of  national 
output,  de-(  lining  from  $0.2  billion  at  the  elewe-  of  19.38  to  minus  .$1.8  billion 
(on  a  national  accceunts  basis)  in  the-  se-cond  (|uarter  of  1939. 

Fhe-  unde-rIving  stre-ngth  in  the-se-  cate-gcuie-s  of  final  purchase-s  of  goods 
and  se-rsice-s  he-Ipe-d  firing  about  a  rise-  in  emjiloyment  and  income,  and 
e  onsume-rs  re-sponde-d  bv  e-x|)anding  tbe-ir  outlavs  substantially.  A  further 
rise  of  income-  incide-nt  to  the-  production  of  gexids  to  me-e-t  abnormal  inven¬ 
tors'  ne-e-ds.  jiartie  ul.irls  in  the-  se-e  emd  (|uarte-r,  also  helpe  d  to  ssve-11  consume-r 
income-s  and  spe-nding.  .And  consumer  c  onfide  nce-,  refle-cte-d  in  high  pc-r- 
sonal  liorreiw  ings.  lirought  partie  ular  stre-ngth  to  purchase-s  of  durable  goods. 

Kcemeimic  de-ve-leipme-nts  in  the-  se-cond  half  of  the-  year  svere  also  greatly 
airecte-d  by  the-  inve-ntory  factor.  In  this  case,  however,  it  exerted,  on 
fialance-,  a  pronounce-el  contrae  tive-  influe-ne  e.  Large-Iy  refle-cting  reductions 
of  holdings  by  manufacture-rs  and  re-tail  de-alers  affe-cte-d  by  the  steel  strike, 
inventories  svhich  had  be-e-n  accumulate  cl  at  an  annual  rate  of  $10.4  billion 
in  the-  se-cond  ejuarte-r — svere  re-duce-d  bv  $1  billion  in  the  third  quarter. 
This  re-duction  svas  the-  deuninant  economic  force-  in  that  e]uarter.  .Although 
making  jKissible  a  e  emtinue-d  though  le-ss  pronounce-d  increase  in  hnal  pur- 
chase-s,  the-  drasving  dosvn  eif  inventories  incident  to  the  stoppage  in  steel 
production  re-sulte-d  in  a  rather  sharp  droj) — .$6  billion — in  gross  national 
product.  During  the-  fourth  e|uarter  of  the  year,  dehciencies  and  irnbal- 
ance-s  of  ste-el  inve-ntorie-s  moderate-d  the  growth  of  final  purchases,  de-spite 
the  re-sumption  of  ste-e-l  production  in  November.  As  a  re-sult,  the  increase- 
in  gross  national  product  (GNP)  was  limited  to  $3.4  billion,  and  most  of 
the  re-covery  in  economic  activity  expe-cted  after  the  strike  was  postpone-d 
be-yond  the  end  of  the  ye-ar.  Ne-verthele-ss,  GNP  in  the  fourth  quarter 
was  nearly  $23  billion  (annual  rate-)  above  the  level  in  the  fourth 
e|uarter  of  1938. 


Divergent  movements  in  tlic  second  half  of  the  year  in  the  major 
comfxments  of  national  output  reflected,  in  part,  the  impact  of  steel  short¬ 
ages.  Sales  of  consumer  durable  goods,  which  had  been  rising  rapidly,  fell 
as  demands  could  not  be  fully  met.  New  construction  expenditures,  which 
had  been  veiy  high  in  early  19.59,  decreased  noticeably,  though  part  of 
this  decline  may  have  reflected  the  increased  competition  for  funds  arising  in 
other  sectors  of  the  economy.  On  the  other  hand,  purchases  of  consumer 
nondurable  goods  and  services  and  'of  producer  durable  ecjuipment,  and 
purchases  by  .State  and  local  governments  continued  to  advance  in  the 
second  half  of  the  year.  And  net  exports  of  goods  and  services,  which  had 
been  a  contractive  influence  before  midyear,  became  moderately  expansive. 

Employment  and  Income 

The  gains  in  employment  and  earnings  that  followed  the  upturn  of  the 
economy  in  1958  were  extended  at  a  rapid  rate  into  1959.  By  January, 
the  average  length  of  the  manufacturing  workweek  had  increased  to  40.1 
hours  (seasonally  adjusted),  from  a  recession  low  of  58.7  hours.  'I'otal 
civilian  employment  had  risen  by  more  than  1  million  (seasonally  adjusted  ' 
from  its  cyclical  low,  and  unemployment  had  been  reduced  from  the  reces¬ 
sion  high  of  7/2  percent  of  the  civilian  labor  force  to  6  percent. 

As  the  year  advanced,  (“conomic  expansion  brought  about  increasingly 
heavy  demands  for  labor.  The  averag(‘  length  of  the  workweek  in  manu¬ 
facturing  industries  advanced  to  40.7  hours  in  .April,  the  highest  since  .April 
1956,  and  the  average  amount  of  overtime  for  production  workers  increased 
rapidly,  to  almost  3  hours  a  week  in  June.  Longer  workweeks  and  in¬ 
creased  overtime  were  the  rule  also  in  most  nonmanufacturing  industries. 

Unemployment  changed  very  little  during  the  early  months  of  1959, 
because  the  expansion  in  employment  was  nearly  matched  by  the  growth  of 
the  labor  force.  But  in  the  early  spring,  as  production  reached  record 
levels,  the  number  of  employed  persons  rose  swiftly,  exceeding  the  growth  in 
the  labor  force,  and  unemployment  declined.  I'otal  nonfann  employment 
expanded  by  nearly  1.3  million  (seasonally  adjusted  )  in  the  four  months 
from  February  to  June  1959,  and  unemployment  was  reduced  by  7.50,()(X). 
By  midyear,  unemployment  had  fallen  to  al>out  5  percent  of  the  labor  force; 
long-term  unemployment — the  number  of  individuals  seeking  work  for  15 
weeks  or  more-  was  1  million  below  its  recession  high  of  nearly  2  million; 
unemployment  among  men  25  years  of  age  and  over  was  sharply  below 
that  in  1958;  and  the  unemployment  rate  for  family  men  in  June  1959  was 
2.7  [jercent,  likewise  far  below  its  recession  high.  Nevertheless,  thesr*  unen.- 
ployment  rates  were  above  those  prevailing  prior  to  the  1957-58  recession, 
and  unemployment  remained  comparatively  high,  especially  for  persons 
lacking  work  experience,  for  mining  employees,  and  for  nonwhite  persons. 
However,  total  unemployment  was  being  reduced  at  a  rapid  rate  until  the 
trend  was  reversed  in  July  by  the  beginning  of  the  steel  strike  (Chart  2) . 
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CHAtT  2 


Employment  and  Unemployment 

Employment  increased  and  unemployment  fell  until  July  1959. 
These  trends  were  interrupted  by  the  steel  strike  but  resumed 


after  its  end. 

MILLIONS  OF  PERSONS 


PERCENT  OF  CIVILIAN  LABOR  FORCE 


SOUMCC;  DEPARTMENT  OF  LAROR. 
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After  some  500,000  employees  in  the  steel  industry'  went  on  strike  on 
July  15,  nearly  100,000  other  persons  were  soon  laid  off  in  related  industries, 
especially  in  mining  and  rail  transportation.  Even  though  substantial  inven¬ 
tories  of  steel  had  becm  accumulated  by  many  firms,  stocks  were  being  de¬ 
pleted  rapidly  by  mid-October  and  serious  imbalances  were  making  them¬ 
selves  felt.  .\s  a  result,  layofTs  became  increasingly  heavy.  By  the  time 
steel  production  was  resumed  on  November  7,  under  a  Ft'deral  court  in¬ 
junction,  employment  in  steel-related  Industrie's  had  declined  by  more  than 
500,000,  exclusive  of  the  number  on  strike.  In  most  other  industric's, 
employment  ceasc'd  to  advance  during  this  period,  and  in  October  the  rate 
of  unemployment  increased  to  6.0  percent  of  the  civilian  labor  force. 

The  resumption  of  steel  prcxluction  brought  an  increase  in  employment 
by  the  end  of  the  year,  and  unemployment  was  again  reduced.  .Mthough 
the  replenishment  of  working  stoc  ks  of  steel  could  not  be  accomplished 
immediately,  total  employment  rc'ached  66.2  million  (seasonally  adjusted) 
in  December,  slightly  above  the  record  of  66.0  million  that  had  been 
attained  in  June.  Unemployment  in  December  was  3.6  million  (seasonally 
adjusted),  or  5.2  percent  of  the  labor  force. 

The  employment  situation  in  areas  of  heavy  labor  surplus  was  improved 
signihcantly  by  the  economic  advance  of  1959.  .Mthough  in  Novembc'r 
1959  there  were  29  major  continental  labor  markets  where  unemployment 
exceeded  6  percent  of  the  labor  force,  the  number  of  such  areas  was  far 
below  the  p)eak  of  86  reported  in  July  and  September  of  1958.  .\nd  by 
November  1959,  unemployment  had  fallen  below  the  3  percent  Ic-vcd  in  27 
major  areas.  Also,  most  labor  market  areas,  regardless  of  their  over-all 
unemployment  situation,  experienced  shortages  in  1959  of  certain  tyjx  s  of 
workers,  notably  professional,  technical,  clerical,  and  skilled. 

The  improving  employment  situation  was  reflectc'd  in  substantial  gains 
in  personal  income.  In  the  early  months  of  1959,  higher  hourly  wage*  rates 
supplemented  the  effects  of  longer  workweeks  and  more  extensive  over¬ 
time  employment  on  average  weekly  earnings  (Chart  3).  Wage'  rates  in 
manufacturing  industries  advanced  in  the  hrst  six  months  of  the  year  by 
about  2  percent,  on  the  average.  On  an  annual  rate  basis,  this  gain  was 
about  the  same  as  the  increases  in  1957  and  1958.  Average  weekly  earn¬ 
ings  for  workers  in  these  industries  were  4.5  percent  higher  in  the  first  six 
months  of  1959  than  in  the  last  six  months  of  1958.  In  nonmanufacturing 
industries,  also,  earnings  of  workers  increased.  Despite  the  fat  t  that  the 
advance  of  weekly  earnings  and  employment  was  interrupted  by  the  strike 
in  the  second  half  of  the  year,  wage  and  salary  payments  in  the  fourth 
quarter  exceeded  payments  a  year  earlier  by  $16.1  billion,  or  6.7  percent. 

Other  forms  of  personal  income,  not  as  large  in  dollar  terms  a.s  wages 
and  salaries — {personal  interest,  dividends,  incomes  of  nonfarm  proprietors 
(including  self-employed  professional  persons),  and  transfer  payments — 
also  rose  above  their  levels  at  the  end  of  1958.  Rental  income  increased 
slightly,  while  the  income  of  farm  proprietors  declined.  The  aggregate  of 
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Hours  and  Earnin9s  in  Manufacturin3 

Hourly  earnin3s  were  much  higher  in  1959  than  in  1958,  as  wage 
rates  continued  to  rise  and  overtime  became  more  common. 


DOLLARS 


Weekly  earnings  increased  rapidly  until  the  steel  strike,  reflecting 
longer  workweeks  and  higher  hourly  earnings. 

DOLLARS  HOURS 

FOR  PRODUCTION  WORKERS 

100  - 


all  these  income  payments — total  personal  income — rose  by  $20.3  billion, 
or  5.5  percent,  and  the  amount  of  income  available  for  spendini?  and  saving 
after  the  payment  of  personal  income  taxes — disposable  persona!  income- 
increased  at  the  same  rate. 

Since  prices  were  relatively  stable  in  much  of  the  first  half  of  the  year, 
the  increases  in  disposable  income  were  reflected  almost  entirely  in  increases 
in  real  income.  In  the  next  six  months,  however,  part  of  the  gain  was 
offset  by  increases  in  prices.  Over  the  year  as  a  whole,  per  capita  disposable 
income,  in  dollars  of  constant  purchasing  power,  increased  by  2.2  percent 
(Chart  4). 

Personal  savings,  which  had  expanded  earlier  in  the  recovery'  period, 
leveled  off  in  the  first  half  of  1959  as  consumer  expenditures  on  goods  and 
services  rose  by  about  as  much  as  disposable  income.  In  the  final  six 
months,  as  consumption  continued  to  rise  in  the  face  of  a  much  slower 

CHART  4 


Personal  Income 

Disposable  personal  income  rose  significantly  in  1959,  but  some 
of  tfie  gain  was  offset  by  price  increases  in  the  latter  part  of 
the  year. 


BILLIONS  OF  DOLLARS 


U  FCRSONAL INCOME  LESS  TAXES. 

SOURCES  DEPARTMENT  OP  COMMERCE  AND  COUNCIL  OP  ECONOMIC  ADVISERS. 
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growth  in  personal  incomes,  the  share  of  disf)osable  income  that  was  saved 
fell  to  about  6.7  percent,  the  lowrst  since  early  1956.  This  decline  was 
reflected  both  in  a  less  rapid  addition  to  most  hnancial  assets  of  individ¬ 
uals  and  in  a  more  rapid  expansion  of  p>ersonal  borrowings. 

Corporate  prohts,  which  arc  especially  sensitive  to  fluctuations  in  business 
activity,  expanded  in  1959  in  response  to  the  increase  in  production  and 
improvement  in  proflt  margins.  Hy  the  second  quarter,  earnings  (before 
taxes)  reached  a  record  figure  of  nearly  $53  billion — $19  billion  more  than 
in  the  second  quarter  of  1958,  when  they  had  b«'en  severely  depressed. 
Subsequently,  they  declined  as  the  steel  strike  caused  a  curtailment  of 
activity,  and  were  about  the  same  as  in  early  1959  (Chart  5) . 

CHART  5 
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Dividends  did  not  match  the  rapid  advance  of  profits  after  taxes  for 
the  year  ended  in  mid- 1959;  accordingly,  retained  earnings  recovered 
sharply.  Together  with  the  continued  growth  in  funds  generated  through 
depreciation  allowances  and  rapidly  rising  tax  accruals,  these  retained 
earnings  made  it  possible  for  corporations  to  acquire  a  substantial  volume 
of  United  States  Government  securities  in  the  first  half  of  1959,  while  at 
^  the  same  time  increasing  their  outlays  for  inventory  and  for  plant  and 

equipment. 


Corporate  Profits 

Corporate  profits  reacKed  a  new  peak  in  the  second  quarter  of 
1959,  but  declined  as  the  steel  strike's  impact  spread. 

Billions  of  oollars 

.  _  n  SEASONALLY  ADJUSTED  ANNUAL  RATES  I 


1954  1955  1956  1957  1958  1959 

^  NO  allowance  for  inventory  valuation  adjustment 

SOURCE  DEPARTMENT  OF  COMMERCE. 
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Financial  D  k  \’  k  l  o  i  •  m  k  n  t  s 


The  impact  of  rising  economic  activity  was  clearly  evident  in  credit  and 
capital  markets  in  1959.  Inventory  accumulation  in  the  early  part  of  the 
year,  the  resurgence  in  consumer  spending  on  durable  goods,  and  a  high 
level  of  construction  activity  combined  to  produce  a  heavv  demand  for  com¬ 
mercial  bank  credit.  Reflecting  these  demands,  bank  loans  expanded 
almost  $12  billion,  about  the  same  as  the  record  increase  in  1955.  However, 
Federal  ReseiA’c  policy  made  possible  only  a  small  expansion  in  total  bank 
assets,  and  banks  financed  about  $8  billion  of  their  loan  expansion  through 
sales  of  United  States  Government  securities.  The  financial  markets  were 
Under  considerable  |)ressure  in  absorbing  these  security  sales,  sinci'  they  were 
also  financing  the  Treasur\-  deficit  and  meeting  substantial  demands  for 
funds  from  mortgage  borrowers.  State  and  local  authorities,  and  corpora¬ 
tions:  and  interest  rates,  particularly  in  the  short-term  and  medium-term 
range,  advanced  sharply. 

The  distribution  of  the  increase  in  bank  credit  among  the  major  users 
largely  reflected  the  character  of  the  year’s  ad\ance  in  economic  activity 
(Table  1).  The  growth  in  both  consumer  loans  and  real  estate  loans  of 


r.sBi.K  1. — \ft  rhfjnges  in  cornmrrciat  hank  holdings  oj  loans  and  inirstmrnts,  -5'^ 
IHIllions  of  dollars) 


lx)ans  and  investments 
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10  2 

4  6 

4.2 
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3  4 
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1  7 
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2.1 
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(•)  1 
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1  4 

12 

2 
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•« 

■ « 

-  1 

4 

(H 

.2  i 

-  3 

-.  1 

9 

-.2 

1.4 
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4 

.3 

1  0 

7.2 

-7  0 

-3  !> 

I  3 

10.  N  ; 

-S.  4 

.VO 

-7  4 

-3  0 

-.3 

i 

H  1  1 

-H.  I 

If. 

4 

-  4 

1  1  ■ 

2.6 

-.3 

1 

'  Preliminary  estimates  hy  Oounell  of  Keonomlc  .\dvtst>rs;  excludes  .\laska  and  Hawaii  and  other  hank 
structure  ehanpes. 

-  Total  losins  are  net  of,  and  individual  loans  are  (jros,s  of,  valuation  re.serves. 

>  Less  than  million. 

VoTK.— S«>e  Table  0-41  for  data  Ineludlnp  Interbank  loans.  Detail  will  not  neees.sarlly  add  to  totals 
lH*e!»us*‘  of  rounding. 

Source;  Hoard  of  (lovemors  of  the  Federal  Reserve  System  (excei)t  as  noted). 

commercial  banks  appear  to  have  exceeded  the  high  rates  of  1955.  The 
expansion  of  business  loans  up  to  the  middle  of  the  year  was  comparable 
to  that  of  1955,  but  the  liquidation  of  inventories  after  midyear  reduced  this 
use  of  bank  funds  considerably  below  the  amounts  extended  in  1955. 
Nevertheless,  the  business  lending  activity  of  banks  was  markedly  greater 
than  in  1958,  as  most  major  groups  of  commercial  and  industrial  businesses 
employed  more  bank  credit. 
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Not  only  was  consumer  lending  by  banks  at  a  record  rate,  but  so  was  the 
(i\er-all  increase  in  consumer  credit  outstanding  (dhart  6).  All  major 
categories  of  instalment  credit  other  than  that  extended  for  the  purchase 
of  automobiles  rose  more  than  in  1953.  ('.ontrary  to  the  developments  in 
that  earlier  year,  however,  there  aj)p(‘ars  to  have  been  no  appreciable 
liberalization  in  1959  01  the  maximum  terms  on  which  instalment  credit  was 
made  a\ailable  to  consumers. 

Long-term  ca|)ital  markets  were  subject  to  divergent  influences  but,  on 
balance,  exptTienced  largi'r  demands.  Corporate  security  offerings  for  new 
moiK'y  were  lower  than  in  1958  by  alxnmt  $1.5  billion,  or  15  percent,  as  a 
H'sult  of  the  sharp  inc  rease  in  ( oifKirate  retentions  of  iiu  ome  and  the 
greater  reliance  on  bank  borrowing.  The  latter  reflected  the  predomi¬ 
nantly  short-term  natun-  of  business  financing  nxjuirements  in  this  period 
and,  jxissibly,  the  high  level  of  long-term  interest  rates  prevailing.  How¬ 
ever,  the  redix  tion  in  corporate  offerings  was  more  than  offset  by  the  How 
of  credit  into  home  building.  I'lie  amount  of  nonfarm  residential  mort¬ 
gage  credit  in  us(“  increased  by  a  rec  ord  $15  billion,  compared  with  an  in¬ 
crease  of  $12  billion  in  1958.  State  and  local  security  issues  exceeded  those 
in  any  prew  ious  \«-ar.  as  new  authorizations  of  .State  and  local  securities  con¬ 
tinued  to  build  u])  a  large*  bac  klog  of  issues. 

The  credit  markets  were  also  recpiired  to  supply  funds  associated  with  an 
increase  of  $7.9  billion  in  L'nitc'd  States  (Jovernmc’nt  debt  and  to  absorb 
outside  of  the  banking  system  the  .$8  billion  n'duction,  referred  to  above,  in 
bank  holdings  of  Unit(*d  States  securities.  Most  of  the  new  issues  of  Fed- 
(“ral  set  urities  were  obligations  of  short-  and  intermediate-term  maturity, 
because  the  4'/4  percent  int(*rest  rate  limitation  effectively  precluded  flota¬ 
tions  of  longer-term  I’nited  States  Go\  eminent  securities  after  the  early 
part  of  the  year.  Hence,  the  Federal  Government  was  forced  to  do  much  of 
its  needed  financing  in  the  same  maturity  range  in  which  commercial  banks 
were  reducing  their  holdings  of  Government  obligations. 

Investment  sources  outside  the  commercial  banking  system  absorbed 
the  new  offerings  of  Federal  sixurities,  as  well  as  bank  sales  of  short-  and 
intermediate-term  Federal  obligations,  but  at  a  substantial  increase  in  rates. 
Nonfinancial  corporations  expanded  their  holdings  by  $5  billion  (Table 
I)-49),  mostly  in  very  short-term  securities;  foreign  and  international 
accounts,  savings  and  loan  associations,  and  individuals  likewise  added  to 
their  portfolios. 

These  developments  in  the  banking  system  and  in  capital  markets, 
jointly  with  the  policies  pursued  by  the  monetary  authorities,  had  signifi¬ 
cant  effects  on  the  financial  position  of  the  major  lending  institutions 
and  of  nonfinancial  businesses  and  individuals.  The  liquidity  position 
of  commercial  banks,  as  measured  by  the  ratio  of  their  holdings  of  United 
States  securities  to  deposits,  was  at  about  its  postwar  low,  and  the  cash  and 
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United  States  Government  security  holdings  of  insurance  companies, 
mutual  savings  banks,  and  savings  and  loan  associations  declined  relative 
to  their  respective  liabilities. 

For  the  economy  as  a  whole,  holdings  of  liquid  assets  increased  only 
moderately,  though  there  were  significant  differences  among  the  components 
of  the  total.  The  money  supply  expanded  by  about  0.5  percent.  Time 
deposits  of  commercial  banks  advanced  by  3/2  pt'rcent  and  mutual  sav¬ 
ings  bank  deposits  b\  4  percent,  rates  of  increase  that  were  appre¬ 
ciably  lower  than  in  recent  years.  The  volume  of  outstanding  Series  E 
and  Series  H  savings  bonds,  including  accrued  interest,  leveled  off  early 
in  the  year,  and  then  declined;  however,  the  decline  was  reversed  after  a 
new  rate  of  3^4  percent  was  announced  for  these  bonds  and  the  total  at  the 
end  of  the  year  was  almost  the  same  as  at  the  beginning.  Total  savings 
bonds,  which  include  other  series  not  currently  being  sold,  decreased  by 
about  $3  billion  during  the  year,  though  this  decline  partly  reflected  advance 
refunding  into  marketable  securities.  Savings  and  loan  share  accounts  rose 
by  14  percent,  about  the  same  as  in  1958.  The  decline  in  the  rate  of  in¬ 
crease  in  savings-type  liquid  assets  reflected  the  failure  of  personal  savings 
to  keep  pace  with  disposable  income,  as  well  as  a  shift  of  the  flow  of  savings 
into  less  liquid  assets.  On  the  other  hand,  the  volume  of  marketable 
United  States  Government  securities  with  maturities  of  less  than  one  year 
increased  by  about  $7  billion,  or  10  percent,  contrasted  with  a  small  decline 
in  1958. 

The  advance  in  the  cost  of  borrowing  in  1959,  though  less  steep 
than  in  the  second  half  of  1958,  continued  through  most  of  the  year.  The 
13-week  Treasury  bill  rate  rose  from  2.7  percent  to  more  than  4.5  percent. 
The  prime  rate  of  commercial  banks  was  raised  in  two  stages,  from  4  percent 
to  5.  The  average  yield  on  outstanding  long-term  ta.\able  Government 
bonds  increased  from  about  3.8  percent  to  4.4,  while  that  on  outstanding 
corporate  Aaa  bonds  rose  from  4.1  percent  to  4.6.  It  is  estimated  that  the 
yield  on  FHA-insured  home  mortgages  purchased  in  the  secondary  market 
rose  from  around  5.6  percent  to  about  6.3. 

A  significant  development  was  the  considerably  more  rapid  advance 
in  short-  and  intermediate-term  interest  rates  than  in  long-term  rates.  The 
change  in  this  relationship  was  such  that  short-  and  intermediate-term  bor¬ 
rowing,  on  which  the  Federal  Government  was  compelled  to  rely  because 
of  the  4^  percent  limitation  on  its  new  issues  of  longer-term  securities, 
became  considerably  more  expensive  than  long-term  borrowing. 

The  exuberance  that  characterized  the  stock  market  in  1958  gave  way 
to  a  more  restrained  tone  in  most  of  1959.  Stock  prices  advanced  about 
9  percent,  and  the  amount  of  credit  used  in  stock  market  transactions  varied 
little  during  the  year  (Chart  7).  Since  dividends  increased  at  about  the 
same  rate  as  stock  prices,  the  average  yield  on  common  stocks  remained  at 
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Stock  Prices  and  Yields 

Stock  prices  rose  more  slowly  in  1959  than  in  1958.  Yields  fluc¬ 
tuated  within  a  narrow  ran^e. 
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about  the  3'/^  percent  l«'vel  that  prevailed  in  the  last  few  months  of  19‘)8. 
riie  marijin  between  the  yield  on  outstanding  lonp-tenn  United  States 
(an'erniiient  securities  and  the  yield  ()n  common  stocks  continued  to  widen 
as  interest  rates  in  general  advanced. 

Pricks 

'The  stability  of  the  ( onsumer  pri(  e  iiuh'x  that  prevailed  from  the  spring 
of  10,')8  through  the  fust  five  months  of  19.i9  was  followed  by  an  upward 
nuncment  in  the  succeeding  months,  liy  November,  the  inde.x  was  1.5 
percent  higher  than  at  the  end  of  the  previous  year  (Table  2). 
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Continuing  declines  in  food  prices  during  the  early  months  of  the  year 
offset  increases  in  the  prices  of  consumer  sei'vices  and  small  advances  in  the 
prices  of  nondurable  goods  other  than  fortd.  Prices  of  consumer  durable 
goods  changed  little  in  this  {X'riod.  After  late  spring,  however,  food  prices 
fluctuated  within  a  narrow  range,  primarily  in  response  to  seasonal  and 
weather  factors,  whereas  the  prices  of  nondurable  commodities  (exclusive 
of  food '  and  of  consumer  services  rose  at  an  increased  rate.  Accordingly, 
the  over-all  index  began  to  rise  and  continued  upward  almost  without  in¬ 
terruption  through  the  end  of  the  year,  though  at  a  slower  rate  than  in 
the  corresponding  months  of  1956  and  1957  (Chart  8). 

The  index  of  wholesale  prices  changed  very  little  in  1959,  but  divergent 
trends  among  its  components  (Table  3  and  Chart  9)  are  signiBcant  for 
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ihc  current  movement  of  consumer  goods  prices  and  possibly  also  for 
future  changes  in  the  cost  of  living.  Declines  in  wholesale  prices  of  a 
number  of  farm  products  and  processed  fcK^ds  brought  reductions  in  retail 
prices  of  food  during  the  year.  Sizable  reductions  in  |X)rk  prices  reflected 
a  cyclical  expansion  in  hog  production;  and  at  the  year-end,  beef  prices, 
which  for  most  of  1959  had  been  higher  than  in  1958,  also  showed  a 
moderate  decline.  A  sharp  increase  in  supplies  exerted  downward  pres¬ 
sure  on  poultry  and  egg  prices  during  the  year.  At  the  same  time,  higher 
wholesale  prices  of  wool  and  hides  and  skins,  and  a  pronounced  rise  in  the 
prices  of  intermediate  wool  and  leather  products,  were  major  factors 
in  the  2  percent  increase  in  the  retail  prices  of  apparel.  In  the  latter  part 
of  the  year,  hide  prices  declined  and  a  large  cotton  harsest,  in  combination 
with  somewhat  lower  price  supports,  helped  to  moderate  the  rising  trend 
in  prices  of  textiles  and  apparel. 

Prices  of  crude  and  semifinished  materials  and  other  items  important  in 
the  manufacture  of  durable  goods  rose  during  1959,  though  there  was  some 
diversity  in  their  behavior.  Prices  of  steel  mill  products,  which  had  risen 
significantly  in  the  second  half  of  1958,  remained  substantially  unchanged 
in  1959,  as  did  wholesale  prices  of  consumer  finished  durable  goods.  Prices 
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I’abi.f.  3.  -  -Chfingfs  in  u  hoUsale  pricr  index  tn  1959 
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of  scinifinislicd  alritninuiii  products  were  stable  over  most  of  this  period,  but 
price  inr  leases  were  announced  at  the  end  of  the  year.  Primary  nonferrous 
int‘tals  as  a  ifroup,  and  tire  corrt'spondinp  semimanufactured  products, 
advanced  in  price,  especially  during  the  final  months. 

Materials  of  importance  for  construction  became  somewhat  more  exp)en- 
sive  in  19,*)9.  Hy  late  spring,  lumber  prices  were  12  percent  higher  than  a 
year  earlier,  but  they  receded  in  the  autumn,  reflectinjs^  a  lower  rate  of  home 
buildimi;  and  seasonal  factors  in  lumber  production.  Other  building 
materials,  particularly  those  used  extensively  in  nonresidential  construction, 
displayed  mixed  price  trends. 

The  wholesale  price  index  of  producer  finished  goods,  including  electrical, 
metalworking,  and  general  purposr*  machinery  and  equipment  and  related 
capital  g(K)ds,  advanced  in  19.')9,  extending  a  rise  that  had  begun  in  Sep- 
tmber  19.')8.  Including  the  19.')9  increase,  the  index  of  these  prices  has 
risen  almost  25  percent  since  .August  1954.  Such  a  development,  unless 
offset  by  commensurate  incn'ases  in  ojx*rating  efficiency,  has  important  con¬ 
sequences  for  the  prices  of  consumer  goods  since,  in  due  course,  the  costs 
of  capital  ecpiipment  influence  retail  prices.  Foreign  trade  of  the  United 
States  could  also  be  afFectixl  adversely  by  these  price  advances,  since 
machinery  accounts  for  about  one-fourth  of  the  country’s  total  exp)orts. 

The  fact  that  1959  and  1955  marked  somewhat  similar  phases  in  the 
business  cycle  suggests  a  comparison  between  price  developments  in  these 
two  years.  In  1955,  the  consumer  price  index  remained  fairly  stable,  but 
substantial  cost  increases  became  noticeable  as  the  year  progressed.  These 
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Wholesale  Prices 

The  index  of  wholesale  prices  was  stable  in  1959.  Declines 
in  farm  product  prices  offset  some  increases  in  industrial  prices 
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made  thfinsclvcs  lelt  to  an  extent  through  price  rises  at  wholesale  of  such 
items  as  building  materials,  steel,  nonferrous  metals,  and  natural  rubber, 
and  foreshadowed  the  consumer  pri( c  rise  that  began  after  the  spring  of 
Iflob.  In  19.')9,  events  followed  a  somewhat  different  course.  Whoh'sale 
prices  of  intermediate  materials  for  durable  g(X)ds  manufacturing  ad- 
\  alli  ed,  as  a  group,  but  at  a  much  slower  rate  than  in  1955),  esjH“cially 
after  midvear.  I’he  corresjionding  group  of  materials  for  nondurable 
goods  manufai  tilling  ( lood  excluded)  showed  somewhat  larger  wholesale 
|)rice  increases  last  year  than  in  19,')’);  l)ut,  signilii  antly,  most  of  the  increase 
in  19;').')  (K'curred  alter  June,  while  in  19.')9  the  index  increased  scarcely  at 
all  o\er  the  second  half  of  the  year  as  several  important  materials  declined 
from  earlier  levels.  On  balance,  rising  costs  of  materials  last  year  exerted 
less  upward  [)ressure  on  the  prices  of  hnislu'd  manufactured  g(M)ds  than 
th(‘y  did  in  19.').'),  even  if  the  inllueiH  *•  ol  buids  is  exi  hided.  I  his  is  reflei  ted 
in  the  fact  that  the  wholesale  price  index  for  industrial  products  rose  only 
alM)ut  1  jiercent  in  19.')9,  compared  with  more  than  4  percent  in  19.')5.  I'lie 
contrasting  behavior  of  consumer  prici's  in  these  two  periixls  is  largely 
ex|)lained  by  the  more  ra[)id  rise  last  year  in  the  ])rices  ot  consumer  services 
and  hy  the  fac  t  that  prices  of  consumer  durable  gcxids  declined  in  19,').') 
but  were  for  the  most  part  unchanged  in  I9.')9. 

.XoRICt’LTL’RE 

.Agricultural  output  in  19.')9,  including  a  \ery  large-  harvest  of  corn 
and  a  continued  rise  in  the  production  of  live-stock,  ecjualc-d  the  high  1958 
volume-  and  was  25  pc-rcc-nt  alxive  the  average  output  of  1947  49. 
Although  pc-r  capita  food  consumption  rose*  to  near-record  levels,  the  full 
volume  of  this  output  could  not  be-  absorbed  by  total  donu-stic  and  exj)ort 
demands  at  pre-vailing  pricc-s,  some  of  which  are  supportc-d  under  pro¬ 
visions  of  law,  and  carryover  stocks  of  several  price-supported  crops  con- 
tinuc-d  to  inerc-ase.  .An  es|x-c  ially  large  increase  in  carryover  stocks  of  corn 
is  in  prc)s|)c-ct  from  the  1959  harvest.  On  the  other  hand,  wheat  may  ac¬ 
count  for  only  a  small  addition  to  stocks,  and  an  increase  in  the  carryover 
of  cotton  may  be  avoidc-d  in  the  new  marketing  year. 

This  imbalance  betwe-en  production  and  commercial  demand  was  also 
reflect(-d  in  thi-  lower  prices  receivi-d  by  farmers  in  19;')9,  compared  with 
1958.  .Most  of  th(-  n-duction  was  in  prices  of  livestoi  k  and  livestock  prod¬ 
ucts;  crop  pric  es  averaged  nearly  as  high  as  in  1958.  Declines  in  prices  of 
flogs,  poultry,  and  eggs  were  especially  sharp.  However,  a  substantial  part 
of  the  decn-ase  in  livestock  |)rices  during  1959  was  directly  traceable  to  a 
cyclical  incrc-ase  in  the  jiroduction  of  beef  cattle  and  hogs,  which  had  been 
in  short  supply  in  1958  and  for  which  prices  had  been  unusualfy  high. 
Among  crops,  price  reductions  in  1959  were  largely  confined  to  wheat  and 
fruit  and  oil-bearing  crops. 

In  1959,  the  realized  net  income  of  farm  operators  from  farming  fell 
back  from  $1  8.1  billion  in  1958  to  the  1957  level  of  $1 1.0  billion  (Chart  10) , 
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Indicators  of  A3ricultural  Conditions 

Net  farm  income  declined  in  1959  to  its  1957  level.  Form  pro¬ 
prietors’  equities  continued  to  rise. 
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I'hr  fall  was  dur  in  part  to  the  decline  in  farm  prices  and  an  accompany¬ 
ing  rise  in  average  production  costs.  Another  cause,  however,  was  that 
income  in  19.18  had  been  lifted  well  above  the  amounts  recorded  in  the 
immediately  preceding  years  by  certain  factors  that  could  not  bt*  expected 
to  recur.  Among  these  were  the  delayed  marketings  of  crops  from  the 
previous  yt'ar’s  harvest;  the  record  crop  of  wheat  sold  at  a  supported 
price;  pavments  to  farmers  for  participation  in  the  acreage  reserve,  which 
has  since  been  discontinued ;  and  a  cyclically  strong  demand  for  beef  cattle, 
sheep,  and  hogs. 

The  rt'alized  net  income  of  farm  op«-rators  in  1959  was  not  greatly  differ¬ 
ent,  however,  than  that  in  the  yt'ars  immediately  prior  to  1958,  especially 
if  allowance  is  made  for  the  reduction  in  the  number  of  farms. .  In  fact, 
realized  net  income  per  farm  in  1959  was  approximately  equal  to  the 
average  for  the  pv'*riod  since  the  end  of  the  Korean  conflict,  exclusive  of 
1958.  Income  earned  by  the  farm  population  from  nonfarm  sources,  on 
th(“  other  hand,  continued  to  increase  in  1959,  to  an  estimated  $6.7  billion, 
thus  f)robably  amounting  to  more  than  half  of  the  net  income  derived  from 
farming  itself. 

Fann  land  values,  which  had  been  rising  for  hve  years,  continued  to  do  so 
in  the  first  quarter  of  1959.  The  rise  was  practically  halted,  however, 
toward  the  end  of  the  year.  Farmers’  indebtedness  increased,  but  by  a 
smaller  amount  than  assets,  so  that  by  the  end  of  1959  farmers’  equities  were 
2  percent  larger  than  at  the  beginning  of  the  year  and  62  percent  greater 
than  in  1947-49. 

International  Economic  Develoh.ments 

In  1959,  as  in  1958,  United  States  payments  in  international  transactions 
exceeded  meipts  by  a  wide  margin  (Chart  11).  Exports,  seasonally  ad- 
ju.sted,  fell  to  a  low  level  in  the  first  quarter  of  the  year,  but  then  began 
to  strengthen  and  in  the  third  quarter  rose  vigorously.  Though  this  ex¬ 
pansion  was  interrupted  later  in  the  year  by  the  steel  shortage,  the  value  of 
exports  in  the  1 1  months  through  November  was  about  the  same  as  in  the 
corresponding  period  of  1958.  Imports,  which  were  little  afTected  by  the 
1957-58  recession,  staged  an  exceptionally  rapid  increase  until  mid- 1959 
and,  on  a  seasonally  adjusted  basis,  remained  steady  thereafter  at  a  level 
much  higher  than  in  previous  years. 

These  developments  in  trade  were  superimposed  upon  a  heavy  outflow  of 
capital  and  military  expenditures,  though  both  of  these  flows,  especially  that 
of  private  capital  funds,  were  smaller  in  1959  than  in  1958.  The  transfer 
of  gold  and  liquid  dollar  a.ssets  resulting  from  the  gap  between  aggregate 
payments  and  receipts  reached  an  annual  rate  of  $4.5  billion  in  the  second 
quarter  of  1959.  This  rate  slackened  a  little  in  the  third  (|uarter,  and  there 
was  further  improvement  in  later  months,  reflecting  in  part  a  $250  million 
advance  repayment  by  the  United  Kingdom  to  the  Export-Import  Bank. 


CHART  11 


U.S.  Balance  of  Payments 

The  balance  of  payments  deficit  remained  larse  m  1959,  thoush 
exports  strensthened  after  the  first  quarter. 
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Among  the  underlying  factors  that  have  contributed  to  the  change  in 
the  trade  and  payment  position  of  the  United  States  since  the  early  |X)stvvar 
years  have  been  the  steady  recovery  and  giowth  in  the  productive  capacity 
of  other  countries,  including  the  re-establishment  of  old  <  omparative  ad¬ 
vantages  and  the  introduction  of  new  tei  hnologies.  On  the  side  of  demand, 
the  pressures  on  domestic  resources  which  persisted  in  many  countries  long 
after  the  war  have  geiUTally  subsided.  In  some  cases,  new  international 
cost  and  price  disparities  may  now  ha\<*  developed  to  the  advantage  of  these 
other  countries,  and  the  depressed  level  of  oc«-an  freight  rates  since  19.t7  has 
fa(  ilitated  the  marketing  in  the  Unitt'd  States  of  certain  foreign  products. 
Much  of  the  change  in  tradt*  may  lx-  attributable,  howexer,  to  int('nsified 
production  and  e.\|X)rt  efforts  by  other  (ountries  on  the  basis  of  previously 
existing  cost  differences. 

These  influences  have  not  operated  «‘xclusi\ cly  in  one  direction. 
.\  detailed  examination  by  the  Department  of  Uommerce  of  recent 
changes  in  the  shares  of  tlu'  United  States  in  different  exfxirt  markets  for 
manufactured  yoods  reveals  a  t onsiderable  dixersity  of  trends,  xvith  many 
gains  as  xvell  as  losses.  .Moreoxcr,  the  serious  contractions  have  been  con¬ 
centrated  in  a  fexx  items.  .Among  these,  automobiles  and  steel  stand  out.  as 
they  do  in  the  rise  in  imports. 

A  review  of  recent  developments  in  the  fonuun  trade  of  the  United 
States  must  also  tak»‘  ac< ount  of  the  effei  t  (»f  business  fluctuations  at  honx' 
and  abroad  and  of  the  sp<-cial  circumstaiu  es  affecting  trade  in  particular 
products  that  figure  prominently  in  this  country’s  exports  or  imports.  Thus, 
the  decline  of  exports  after  mid-19.')7  xvas  assm  iated  xvith  a  general  xveaken- 
ing  of  foreign  import  d*  inands.  aggravated  by  the  reversal  of  sjx-cial  forces 
which  had  contributed  (notably  in  the  cases  of  petroleum,  coal,  cotton, 
and  wheat)  to  the  earlier  upswing.  Similarly,  the  strengthening  of  exports 
during  1959  reflects  the  renewal  of  economic  t'xpansion  abroad.  I'he 
progress  of  expansion  in  countries  that  are  the  principal  customers  for 
exports  from  the  United  States  accordingly  deserves  attention. 

Change  in  the  U'oild  Market  Situation 

Economic  conditions  in  virtually  all  industrially  developed  countries 
improved  in  1959.  In  Canada,  as  in  the  United  States,  production  had 
begun  to  recover  in  1958;  after  some  hesitation  in  the  summer  of  1959,  it 
rose  again  in  the  autumn.  Production  in  japan  had  also  rebounded  sharply 
in  1958  and  continued  an  extraordinarily  rapid  rate  of  expansion. 
In  Western  Europe,  the  check  to  production  at  the  end  of  1957,  though 
enough  to  produce  marked  effects  on  inventory  and  import  demands 
in  1958,  did  not  result  in  any  widespread  downturn,  and  a  new  rise  in 
output  got  under  way  early  in  1959.  The  difference  of  about  nine  months 
between  North  America  and  Western  Europe  in  the  inception  of  the  expan¬ 
sion  was  of  some  significance  for  the  development  of  trade  and  payments  on 
both  sides. 


By  thr  second  half  of  1959,  most  of  the  more  developed  countries  were 
rcp>ortinfj  impressive  increases  in  economic  activity,  compared  with  a  year 
earlier  (Chart  12).  This  strengthening  extended  to  most  industries,  al¬ 
though  coal  mining  remained  a  major  exception,  with  adverse  effects  on 
United  States  coal  sales  in  Europe.  In  most  countries,  business  fixed 
investment  seems  to  have  played  a  small  role,  compared  with  other  demands, 
in  starting  the  upturn,  and  the  markgt  for  capital  ecjuipment  was  generally 
weak  at  the  beginning  of  the  year.  It  strengthened,  however,  in  most  indus¬ 
trial  countries  as  the  expansion  gained  force,  and  in  some  of  them,  notably 
Germany  and  Japan,  new  orders  in  the  capital  gor>ds  industries  increased 
markedly  in  the  course  of  the  year. 

The  renewed  expansion  in  industrial  countries  abroad  was  initiated  in  part 
by  an  increase  in  demand  for  their  exports.  It  is  noteworthy,  however,  that 
these  increases  were,  at  first,  almost  exclusively  in  sales  to  the  United  States 
and  Canada,  which  rose  strongly  after  mid-1958.  Elsewhere,  these  other 
industrial  countries  faced  much  the  same  market  conditions  as  those  con¬ 
fronting  the  United  States.  'I'he  trade  among  Western  European  countries 
at  the  beginning  of  1959  was  scarcely  higher  than  a  year  earlier,  but  in 
March  it  began  to  rise  significantly.  'I'heir  exports  to  the  nonindustrial 
countries  in  the  first  (juarter  were  12  percent  below  shijiments  in  the  first 
quarter  of  1958;  and  in  the  second  quarter  they  were  still  no  higher  than  a 
year  earlier. 

The  weakness  of  demand  in  the  nonindustrial  countries  at  the  beginning 
of  1959  reflected  their  generally  strained  foreign  exchange  position,  resulting 
from  the  slowness  with  which  their  imports  had  adjusted  downward  to  the 
progressive  fall  in  their  export  prices  after  mid- 1957.  In  some  cases,  excess 
capacity  contributed  to  the  weakness  in  these  prices.  By  the  first  quarter 
of  1959,  the  general  level  of  prices  in  world  trade  for  primarv'  commodities 
was  5  percent  lower  than  at  the  beginning  of  1958  and  1.8  percent  lower 
than  at  the  beginning  of  1957  (Table  I)  76) .  In  Latin  America — a  market 
that  is  relatively  much  more  important  to  the  United  States  than  to  Europe 
or  Japan — the  fall  in  export  prices  (exclusive  of  petroleum)  over  the  two- 
vear  period  was  about  20  percent.  I'he  volume  of  exports  from  the  non¬ 
industrial  countries  had,  however,  begun  to  improve,  and  in  1959  some  of 
them  began  to  enjoy  better  export  prices  and  sufficient  earnings  to  permit 
both  some  replenishment  of  their  foreign  exchange  reserves  and  some  in¬ 
crease  in  their  imports.  Sterling  area  countries  were  helped  esp<'(  ially  by 
the  improved  markets  for  wool  and  rubber.  Export  gains  by  other  primary 
producers,  notably  the  Latin  American  countries,  were  more  moderate  or 
were  delayed,  and  some  of  these  countries  continued  to  experience  foreign 
exchange  difficulties. 

The  improvement  in  the  world  market  situation  during  1959  is  shown 
by  the  summary  import  figures  in  Table  4.  In  the  first  quarter,  imports 
of  industrial  countries  other  than  the  United  States  and  Canada  were  little 
higher,  and  in  some  cases  lower,  than  in  1958,  and  those  of  the  nonindustrial 
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countries  were  sharply  reduced.  Iti  the  second  (juarter,  iin}K>rts  of  the 
industrial  countries  and  of  some  of  the  nonindustrial  countries  strengthened 
apprt'ciably,  and  the  improvement  continut'd  in  the  third  cjuarter. 

United  Foreititi  Trade  and  Payments 

In  the  early  months  of  19.')9,  United  States  exports  tontinued  to  reflet  t 
the  consequences  of  the  relatively  low  world  demand  and  certain  other 
unfavorable  influences.  Coal  exports,  despite  the  price  advantage  favoring 
the  United  States,  met  increasing  obstacles  because  of  the  oversupply  of  coal 
in  Europe;  cotton  shipments  were  held  down  in  prospect  of  a  t  fiange  in 
the  United  States  export  price  at  the  start  of  the  new  crop  season;  and 
exports  to  many  of  the  primary  producing  countries,  espei  ially  in  Latin 
America,  remained  weak. 

In  the  second  quarter,  and  still  more  in  the  third,  these  influences  were 
offset  by  the  resurgence  of  economic  expansion  in  the  more  develop<-d  coun¬ 
tries.  United  States  exports  responded  well  to  the  uj)turn  in  inventory  in¬ 
vestment  and  in  expenditures  on  machinery  and  equipment  in  these  coun¬ 
tries  (Table  Agricultural  exports  other  than  cotton  also  strengthened 
in  the  course  of  the  year,  and  by  the  fourth  quarter  cotton  exports  were 
beginning  to  show  the  anticipated  large  increase  over  the  previous  year. 
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Tabi.k  5.  I'nited  Stntfs  exports,  "July  to  October,  lO.'tS  and  1Q50 
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On  the  other  hand,  a  dec  rease  in  exports  of  machinery  and  vehicle's  in 
Noveinher  appeared  to  he  attrihutahlc"  to  shortaijes  of  steel  arising  from 
the  work  stoppage  in  that  industry. 

Ihiited  States  merchandise  imports  rose  in  little  more*  than  a  year  by 
about  2.*)  jM-rcent  from  tlieir  recession  low  in  tlie  first  (|uarter  of  19.*)8.  The 
principal  e  lements  in  this  expansion  were  the  strenqthenine;  of  demand  for 
industrial  materials,  as  domestit  economic  acti\ity  be^an  to  increase;  the 
continued  rise  in  pure  hasc-s  of  forc'itjn  automobile's  and  other  c  onsumer 
manufactures:  and  spc'cial  dc-mand  situations  rc‘latint>  to  meat,  stc'el,  and 
building  materials.  With  the  c-asimr  of  some  of  thc'sc-  dc-mands,  total  im¬ 
ports,  seasonally  adjustc  cl,  did  not  inc  reasc*  furthc'r  aftc-r  midyear. 

(dianirc's  in  sc-ia  icc'  transactions  in  19.*)9  were-  of  much  It'ss  consc'cjuence 
tlian  those'  in  trade',  .'\moim  I'nite-d  State's  expenditure's  abroad,  military 
disburse'inents  were'  some-what  lower  in  the  first  thrc'c'  cjuarters  of  the  year 
than  in  the  same  pc'ricnl  of  IO.aB  and  travel  outlays  somewhat  higher. 
.\moni;  receij)ts,  inc  ome  from  dirc'c  t  invc'stments  abroad,  while  lower  than 
in  19r)8,  tended  to  strenuthc'n  in  the  course  of  the  year. 

Influenced  by  the-  rise  in  interc'st  rate's  in  this  country,  the  outflow  of 
capital  in  the  first  thrc'c-  ciuarters  of  19.')9  remainc'd  considerably  below  the 
hiph  rate  of  the  prc'cedinju;  ye-ar,  thereby  offse-ttiiiG;  part  of  the  adverse  shift 
in  the  jg^cxids  and  service's  balance.  'I  he  net  outflow  of  capital  was  excep¬ 
tionally  low  in  the  first  cpiarter,  but  rose-  in  the  sc'cond  and  remained  steady 
in  the  third.  With  imports  of  goods  and  service's  also  remaining  unchanged 
and  exports  rising  from  the  sc'cond  to  the  third  cpiarter,  the  excess  of  pay¬ 
ments  on  rc'corde'd  transactions  declinc'd.  Net  transfers  of  gold  and  liquid 
dollar  assets  to  other  countries  did  not  diminish  correspondingly  in  the 
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third  quarter.  This  disparity  is  thought  to  be  due  to  lags  in  crediting  pay¬ 
ments  to  foreign  accounts,  with  the  result  of  understating  the  gold  and 
dollar  outflow  in  the  second  quarter  and  of  overstating  it  in  the  third. 
Incomplete  data  for  the  fourth  quarter  indicate  a  decline  in  the  rate  of 
gold  and  dollar  transfers,  partly  attributable  to  large  advance  payments  of 
foreign  obligations  to  the  United  States. 

Outlook 

Although  it  is  always  difficult  in  a  dynamic,  free  economy  such  as  ours 
to  depict  in  advance  the  course  likely  to  bt*  taken  by  production,  employ¬ 
ment,  and  income,  present  indications  warrant  the  expectation  that  the 
expansion  now  in  progress  will  be  extended  through  1960.  .\nd  there  are 
good  grounds  for  belief  that,  with  apj)ropriate  public  |xdicie*s  and  private 
actions,  the  expansion  can  continue  well  beyond  the  present  year. 


Prospective  Expansion  of  Demands 

Past  developments  and  present  conditions  clearly  suggest  that  the  de¬ 
mands  of  business  concerns  for  capital  goods  and  for  inventories  will  be 
esjjecially  important  factors  in  the  year  ahead.  Exptmditures  on  capital 
goods  have  been  rising  for  more  than  a  year  and  should  continue  upward 
in  1960.  In  part,  and  especially  during  the  early  months,  the  increase  will 
represent  a  catching-up  on  projects  delayed  or  postponed  because  of  short¬ 
ages  attributable  to  the  steel  strike.  Chiefly,  however,  capital  investment 
should  rise  in  response  to  favorable  underlying  factors  now  discernible  and 
likely  to  strengthen  as  the  year  progresses.  Surveys  of  businessmen’s  inten¬ 
tions,  and  the  increased  volume  of  contract  awards  and  of  new  orders  for 
industrial  machinery,  confirm  this  outlook.  A  good  demand  from  the  farm 
economy  for  machinery  and  equipment  may  also  be  anticipated. 

Expenditures  for  residential  construction,  a  second  major  category  of 
capital  investment,  are  not  likely  to  be  as  high  as  in  1959.  However,  the 
extent  of  the  decline  should  be  limited,  and  activity  in  this  sector  of  the 
economy  should  exceed  that  of  most  recent  years.  Outlays  for  moderni¬ 
zation  and  alterations  should  be  a  steady  expansive  force  in  the  building 
industry. 

Within  the  aggregate  of  government  outlays.  Federal  exp>enditures  for 
goods  and  services  should  change  little  in  the  first  half  of  the  year;  but 
later,  in  line  with  provisions  in  the  fiscal  1961  budget  for  the  development 
of  water  resources  and  other  public  works,  and  for  space  and  aviation 
programs,  they  should  increase  moderately.  The  upward  trend  of  expend¬ 
itures  at  the  State  and  local  level,  which  reflects  particularly  the  provision 
of  services  needed  by  the  growing  urban  p)opulation,  may  be  expected  to 
continue,  though  possibly  at  a  slower  rate.  The  construction  of  schools, 
public  service  enterprises,  and  community  facilities  in  general  is  expected  to 
advance  moderately  and  to  outweigh  declines  in  activity  that  occur  under 
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the  Federal-aid  highway  program  as  a  result  of  the  mandatory  reduction  in 
apportionments  under  the  present  law. 

Changes  in  investment  in  business  inventories  are  likely  to  be  less  regular 
during  the  year  than  the  changes  in  hnal  demands.  Restocking  needs  are 
clearly  apparent,  not  only  for  steel  but  also  for  many  steel-using  inter¬ 
mediate  and  finished  products;  and  further  additions  to  inventories  will  be 
required  throughout  the  economy  as  production  and  final  sales  increase. 
Inventory  exp>enditures  and  the  other  outlays  noted  above  should  con¬ 
tribute  to  a  strong  expansion  in  production,  employment,  and  income. 
The  increase  in  employment  should  exceed  that  of  the  labor  force  and,  cor¬ 
respondingly,  unemployment  may  be  exp<‘cted  to  fall.  Within  this  context, 
consumer  incomes  and  expenditures  may  b<*  expected  to  increase  substan¬ 
tially  during  the  year.  Also,  consumer  confidence  is  favorable  to  an  increas¬ 
ing  volume  of  purchases  of  consumer  durable  goods. 

'I'he  financing  of  the  investment  needs  outined  here,  together  with  a  sig¬ 
nificant  volume  of  consumer  credit,  will  make  strong  demands  upon  the 
Nation's  capital  and  credit  markets.  At  high  levels  of  income  and  savings, 
a  greater  supply  of  investment  funds  may  be  expected.  The  sizable  Fed¬ 
eral  budget  surplus  projected  for  the  fiscal  year  1961  would  be  helpful  in 
relieving  pmssure  on  the  supply  of  funds. 

Balance  of  Payments  Prospects 

A  moderate  improvement  in  the  United  States  balance  of  international 
payments  seems  to  be  ahead  in  1960.  Imports  of  capital  equipment  and 
consumer  manufactures  may,  on  balance,  continue  their  upward  trend. 
,\nd,  as  industrial  pnxluction  continues  to  rise,  imports  of  industrial  ma¬ 
terials  may  grow,  though  presumably  more  slowly  than  in  the  recovery 
phase  following  the  1957-58  recession.  On  the  other  hand,  the  particular 
supply  and  demand  situations  noted  earlier  in  this  chapter,  which  have 
been  responsible  for  the  rapid  rise  of  certain  iinp>orts,  are  shifting;  these 
imports  are  now  expected  to  increase  less  rapidly,  and  some  of  them  may 
even  decline.  The  growth  of  total  imports,  therefore,  may  well  be  con¬ 
siderably  smaller  in  1960  than  the  rise  in  the  period  from  early  1958  to  mid- 
1959. 

Exfxirts  should  gain  from  the  strong  expansion  of  production  and  invest¬ 
ment  that  is  proceeding  in  the  industrial  countries  abroad.  This  expan¬ 
sion  should  benefit  United  States  sales  indirectly  also,  as  the  primary  pro¬ 
ducing  countries  find  their  purchasing  power  raised  by  their  higher  e.xports 
to  the  industrial  countries.  Moreover,  certain  major  exports  that  declined 
in  1959,  as  discussed  above,  may  cease  to  decline  in  1960,  or  may  increase. 

On  this  appraisal,  exports  in  1960  should  rise  appreciably  more  than 
imports.  Also,  receipts  from  services  are  exp)ected  to  rise  faster  than 
payments  for  services  and  military  expenditures  abroad.  Net  exports  of 
goods  and  services,  as  registered  in  our  national  income  accounts,  should 
show'  a  jx>sitive  balance.  On  the  other  hand,  new  United  States  invest- 
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inent  abroad  may  increase,  especially  if  interest  rates  in  other  countries 
continue  to  rise.  Therefore,  the  over-all  payments  deficit  may  still  be 
relatively  large  in  1960.  To  assist  in  attaining  a  needed  adjustment  of 
the  balance  of  payments  consistent  with  our  goal  of  promoting  multilateral 
world  trade,  a  strengthening  of  exports  continues  to  be  essential.  The  level 
of  exports  will  depend  on  such  fundamental  conditions  as  the  rate  and 
regularity  of  expansion  of  activity  abroad,  the  progress  of  other  countries 
toward  more  liberal  trade  jtolicies,  and  our  own  efforts  to  strengthen  the 
competitive  position  of  United  States  products  in  foreign  markets. 


Conditions  for  Sound  Advance 

Our  success  in  realizing  the  opportunities  that  1960  presents,  and  for 
extending  economic  growth  at  a  high  and  stable  rate  into  the  future,  will 
depend  upon  the  actions  of  business  management,  labor  leaders,  and  con¬ 
sumers,  as  well  as  on  the  policies  of  Government,  toward  maintaining  the 
balance  in  our  economy  that  is  recjuired  for  sustainable  growth.  A  Federal 
program  for  1960  that  is  designed  to  help  achieve  our  national  economic 
objectives  is  offered  in  Chapter  4,  together  w  ith  suggestions  for  appropriate 
private  action. 
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Chapter  3 

Economic  Policies  in  1959 


The  primary  objectives  of  the  Administration’s  economic 
policies  in  19")9  were,  first,  to  extend  the  economy’s  expansion,  already 
well  advanced  when  the  year  began ;  second,  to  counter  the  development  of 
imbalances  that  might  jeopardize  a  sound  expansion;  third,  to  restrain 
potential  inflationary  pressures;  and,  fourth,  to  improve  the  economic  basis 
for  the  Nation’s  international  policies. 

The  present  chapter  describes  briefly  how  the  Federal  Government’s 
fiscal  and  monetars’  jwlicies  were  administered  during  the  year  to  help 
achieve  these  objectives.  It  also  summarizes  the  steps  taken  directly  to 
strengthen  the  Nation’s  balance  of  international  payments  and  to  achieve 
program  objectives  in  two  areas  in  which  the  Federal  Government's  role 
is  especially  important  housing  and  highway  construction.  .Activities 
conducted  under  other  continuing  programs  that  have  a  significant  bear¬ 
ing  on  economic  growth  and  well-being,  including  measures  taken  in 
agriculture,  are  dealt  with  in  Chapter  4. 

Feder.\l  Fescal  Policies 

.As  the  year  19.')9  began,  a  budget  deficit  of  substantial  size  was  indi- 
cat('d  for  the  fiscal  year  ending  June  30.  .Although  it  proved  to  be  $444 
million  smaller  than  was  estimated  in  Januar\'  1959,  it  amounted  to  $12.4 
billion,  more  than  four  times  the  deficit  in  the  fiscal  year  1958  (Chart  13). 

I'he  two  factors  jointly  res|xmsible  for  this  budgetary  outcome  were  a 
sharp  decrease  in  Federal  revenues  bi'low  what  might  have  been  obtained 
if  there  had  not  been  an  economic  recession  in  1957-58,  and  a  sizable 
increase  in  Federal  expenditures.  .Although  tax  receipts  in  fiscal  1959 
fell  substantially  below  first  estimates,  they  were  only  slightly  under  those 
of  the  fiscal  year  1958.  .A  decrease  of  nearly  $3  billion  in  corporate  income 
tax  receipts  was  offset  in  part  by  a  rise  of  $2  billion  in  receipts  from  in¬ 
dividual  income  taxes.  The  former  reflected  the  impact  of  recession  on 
corprirate  earnings  in  the  calendar  year  1958;  the  latter  reflected  the  steady 
rise  in  personal  incomes  which,  by  mid- 1959,  were  significantly  higher 
than  they  had  been  a  year  earlier. 

On  the  expenditure  side,  all  major  categories  except  interest  payments 
on  the  public  debt  rose  in  fiscal  1959  (Table  6),  Part  of  the  increase  can 
be  attributed  directly  to  actions  taken  to  help  counteract  economic  recession. 
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CHART  13 

Surplus  or  Deficit  of  the  Federal  Government 

A  balanced  budset  is  estimated  For  Fiscal  year  1960,  and  a 
sizable  surplus  For  Fiscal  year  1961. 


BILLIONS  OF  DOLLARS 


Expenditures  in  this  category  involved  mainly  advances  to  the  States  for  the 
temporary  extension  of  unemployment  compensation  payments,  purchases 
of  mortgages  by  the  Federal  National  Mortgage  Association,  and  the  accel¬ 
eration  of  construction  of  water  projects  and  other  public  works.  Yet  these 
increases  were  not  large  in  relation  to  the  total  rise  in  sp)ending.  The  major 
items  were  a  rise  of  $2.3  billion  for  national  security  programs;  an  increase 
of  $2.1  billion  for  agricultural  programs;  an  additional  subscription  of  $1.4 
billion  to  the  International  Monetary  Fund;  and  substantial  amounts  for 
higher  pay  for  Government  personnel  (both  civilian  and  military) ,  increased 
public  assistance  grants,  larger  expenditures  for  health,  increased  grants  to 
local  governments  for  the  sup|K)rt  of  education  in  federally  affected  areas, 
and  an  increased  Post  Office  deficit. 


Tabi  e  6. —  Federal  budget  expenditures,  1958-61 
(Fiscal  years,  billions  of  flollars] 


Funotion 

law 

19.59 

I960 

(estimated) 

1961 

(estimated) 

Total  budKPt  pxiH'iKliliiros . 

71  9 

SO.  7 

78.  4 

79.8 

Major  national  security . : . 

44  1 

4fi.  4 

4,5.6 

4.5.6 

International  affairs  ami  finance . 

•1.2 

3.8 

2.1 

2.2 

Commerce  ami  housinK . 

2  1 

3.4 

3.0 

2.7 

.Altriculture  ami  agricultural  resources . 

4  4 

«.5 

5.1 

5.6 

.Natural  nwiirces . 

IS 

1.  7 

1.8 

1.9 

Lalwr  and  welfare . 

3  4 

4  4 

4.4 

4  6 

Veterans  services  and  Ixmefits . 

5.0 

5.2 

5.2 

5.5 

Interest . 

7.  7 

7  7 

9.  4 

9.6 

General  (tovernment  . 

1.4 

i.« 

1.7 

1.9 

Allowance  for  contirtitencies . 

.1 

.2 

.Note.— Detail  will  not  necessarily  add  to  totals  l>ecau.se  of  roundinft. 
Sources:  Treasury  Department  and  Bureau  of  the  Bi’ditet. 


In  addition  to  these  expenditures,  all  encompassed  within  the  conven¬ 
tional  administrative  budget,  payments  from  the  old-age  and  survivors  trust 
fund  and  from  the  highway  trust  fund,  which  are  reflected  in  the  con¬ 
solidated  cash  accounts,  were  substantially  higher  in  fiscal  1959  than  in  the 
previous  fiscal  year.  An  excess  of  payments  over  receipts  in  each  of  these 
two  funds  and  in  the  unemployment  trust  fund  accounted  for  the  fact  that 
in  the  fiscal  year  1959,  in  contrast  to  most  previous  years  of  deficit,  the 
excess  of  the  Federal  Government’s  payments  over  its  receipts  in  the  con¬ 
solidated  cash  accounts  was  larger  than  the  deficit  in  the  conventional 
administrative  budget. 

Largely  owing  to  seasonal  factors,  by  far  the  greater  part  of  the  budget 
deficit  in  fiscal  1959  occurred  in  the  six  months  ended  December  1958 — 
$11.0  billion,  contrasted  with  $1.4  billion  in  the  next  six  months  ended  June 
1959.  Similarly,  in  the  consolidated  cash  accounts,  $12.6  billion  of  the 
total  excess  of  payments  over  receipts  occurred  in  the  six  months  ended 
December  1958,  and  only  $400  million  in  the  next  six  months.  This 
substantial  lessening  of  the  deficit  between  the  first  and  second  halves  of 
the  fiscal  year  1959  reflected,  in  addition  to  seasonal  factors,  a  significant 
rise  in  revenues  attributable  to  economic  recovery. 
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The  changes  in  the  deficit  between  the  first  and  second  halves  of  the 
fiscal  year  and  their  relationship  to  economic  developments  become  clearer 
when  stated  in  terms  of  the  national  income  accounts,  which  reflect  the 
accrual  of  tax  liabilities  as  they  are  incurred  and  also  give  expression  to 
certain  other  circumstances  affecting  the  budget.  In  these  terms,  the  peak 
of  the  deficit  ($10.9  billion,  seasonally  adjusted)  was  in  the  .Xpril-June 
quarter  of  1958,  although  the  impact  upon  the  administratis e  budget  and 
the  consolidated  cash  accounts  was  felt  principally  in  the  fiscal  year  1959. 
In  the  April-June  quarter  of  1959,  the  budget,  again  in  national  accounts 
terms,  was  already  showing  a  small  surplus. 

With  a  continuing  economic  advance  in  prospect,  the  .Administration’s 
fiscal  poliev  as  set  forth  in  the  Januars’  1959  Budget  was  designed  to 
achieve  a  balance  of  revenues  and  expenditures,  to  forestall  inflationary 
pressures,  to  promote  a  sustainable  rate  of  ex|)ansion,  and  to  ht'lp  K'strain 
the  rapidly  rising  pressures  of  demand  in  capital  and  credit  markets.  It 
contemplated  expenditures  and  receipts  balanced  at  $77  billion. 

Actual  expenditures  during  the  first  half  of  fiscal  I960  exceeded  the  rate 
projected  in  the  January  1959  Budget,  partly  as  a  result  of  increases  that 
had  not  been  anticipated  in  expenditure  programs  not  directly  subject  to 
administrative  control,  partly  because  of  the  continuing  uncorrected  deficit 
of  the  Post  Office  Department,  and  partly  bc'cause  appropriations  enacted 
for  certain  Federal  programs  were  higher  than  reciuested.  On  the  other 
hand,  despite  the  adverse  effect  of  the  prolonged  steel  stiike  on  Federal 
corporate  and  individual  income  tax  collections,  the  rapid  recovery  and 
expansion  of  the  economy  now  suggest  that  revenues  will  be  higher  than 
estimated  in  JanuarA-  1959;  accordingly,  a  budget  surplus  of  $200  million 
is  anticipated. 


Fkdkrai.  Dkbt  Manaokmknt 

The  Federal  Government’s  indebtedness  rose  in  the  calendar  year  1959 
by  $7.9  billion,  almost  entirely  as  a  result  of  the  budget  deficit.  'Fo  this 
financing  requirement  was  added  the  refinancing  of  $52.5  billion  of  matur¬ 
ing  marketable  issues  (exclusive  of  $24  billion  of  weekly  bills),  which 
was  accomplished  by  refunding  $37.9  billion  and  paying  off  $14.4  billion. 
These  latter  payments  plus  the  net  redemptions  during  the  year  of  savings 
bonds  and  other  nonmarketable  debt  added  further  to  the  Treasur\’s  19.59 
cash  financing  needs. 

As  far  as  possible,  the  Administration  sought  to  conduct  these  large 
financing  operations  without  contributing  to  inflationary  pressures  and  on  as 
economical  a  basis  as  conditions  permitted.  Whenever  feasible,  it  sought 
to  lengthen  the  maturity  structure  of  the  debt.  Two  issues  of  securities  with 
long-term  maturities — $884  million  of  a  4  percent  bond  of  1980,  issued  at 
99,  and  $619  million  of  a  4  percent  bond  of  1969 were  marketed  during 
the  first  part  of  the  year.  Before  midyear,  however,  the  general  rise  in 
interest  rates  stemming  from  increasing  private  and  public  demands  for 
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capital  and  credit  made  L’nited  States  Government  securities  with  maturities 
of  mon*  than  f)  years  no  longer  competitive  within  the  range  allowed  by  the 
statutory  maximum  rate  of  4 '4  percent.  In  recognition  of  this  situation, 
the  Congress  was  nxjuested  on  June  8  to  remove  th«‘  4’/4  percent  interest 
rate  limitation  on  new  issiu's  of  Federal  securities  with  maturities  of 
over  f)  years. 

Since  no  action  was  taken  on  this  re{|uest.  Treasury  financing  for  the  re¬ 
mainder  of  the  year  became  limited  to  the  issuance  of  securities  with 
maturities  of  f)  years  or  less.  4  his  contributed  to  the  decline  in  the 
average  maturity  of  the  public  d(4)t  from  4  years  and  7  months  at  the  end  of 
June  19.')9  to  4  years  and  4  months  at  the  end  of  December.  Partly  because 
demands  for  short-term  ( redit  in  this  period  were  particularly  large  in  the 
private  sector  of  the  economy,  the  additional  pressures  on  short-term  credit 
markets  incident  to  I'reasury  financ  ing  caused  interest  rates  on  short-  and 
intermediate-term  (iovernment  securities,  and  on  private  borrowings  as 
well,  to  rise  c  onsiderably  more*  than  rate's  on  long-term  issues.  Indec'd,  dur¬ 
ing  much  of  the'  year,  rate's  on  Fc'deral  sc'curitic's  with  maturitic'S  of  less 
than  .')  years,  c'xcept  on  the  ve  rv  shortest-term  issues,  actually  exceeded  rates 
on  long-term  sc'c  ciritic-s.  4'hus,  the  statutorv’  limitation  on  interest  rates  on 
longc'r-term  L’nitc'd  States  sc'curitic's  made'  'Freasury  financing  more  costly 
in  its  immc'diate  c'lh-ct,  and  |X)ssiblv  also  in  its  longer-term  effect,  than  it 
might  othc-rwise  have  been. 

Still  more'  serious,  the'  interc'st  rate  limitation  impaired  the  ability  of 
the  Fc'dc  ral  (Government  to  manage'  its  debt  with  a  minimum  potential  in¬ 
flationary  impact.  Excc'ssive  rc-liance  on  short-term  Government  sc'curities 
is  an  undesirable  financing  practice,  since  such  securities  are  in  some  respects 
the  c'cjuivalc-nt  of  monc'y  and.  like  additions  to  the  money  supply,  help 
stimulate  c'xpc'nditurc's.  Moreover,  the  frc'ciuc'nt  refunding  entailed  by  a 
large  volume  of  short-te  rm  debt  may  complicate,  in  the  future,  the  pursuit 
of  the  monetary  policy  most  appropriate  to  the  economy’s  needs. 

'Fhe  adverse  effc'cts  of  this  constraint  on  longer-term  financing  were 
minimized  during  the'  yc'ar  by  a  more  orderly  spacing  of  short-term  issues 
and  bv  the  issuance,  insofar  as  feasible,  of  securities  with  maturities  close  to 
.")  yc-ars.  .\n  exc  hange  offering  in  July,  at  4^  [percent,  of  marketable 
Treasuiy  note's  with  maturity  of  almost  .')  yc'ars  totaled  $4.2  billion;  and  a 
cash  offering  in  Oc  tober  of  .')  pc'rcent  notes  of  similai  maturity  amounted  to 
$2. ,4  billion.  I  hc'  Oc  tobc-r  offering  attractc'd  a  much  broader  range  of  indi- 
\  idual  savers  than  usual.  Subsc  riptions  inc  ludc'd  $941  million  from  108,000 
subscribc'rs — largely  individuals-  who  submitted  paid-up  subscriptions  for 
$2."),000  or  less.  .Another  intc'rmediate-term  issue,  a  47^  percent  4-year 
note,  was  offert'd  as  part  of  a  refunding  operation  in  November,  and  issues 
of  these  notes  to  holders  of  two  maturing  securities  totalc'd  $3  billion.  The 
4^  percent  notes  issued  in  July  were  reopened  in  November  for  holders  of 
Series  F  and  G  savings  bonds  maturing  in  1960,  and  close  to  $800  million 
was  added  to  the  issue  in  this  way.  Thus,  between  July  and  November  more 
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than  $10  billion  of  new  Treasury’  issues  were  placed  in  the  4-5  year  area. 
These  intermediate-term  issues,  however,  did  not  eliminate  the  need  for  the 
longer-term  funding  of  a  significant  part  of  the  Federal  debt. 

Adjustments  were  also  made  during  the  year  in  the  United  States 
Savings  Bond  program.  Sales  of  Series  E  and  H  bonds,  some  $42.5  billion 
of  which  are  held  by  individuals,  were  adversely  affected  as  the  interest 
rates  paid  on  other  forms  of  savings  increased  steadily,  making  the  3'/4 
percent  interest  rate  on  these  securities  increasingly  less  attractive.  As 
indicated  above,  the  net  drain  on  Treasury  cash  on  the  part  of  savings 
bonds  of  all  series  added  to  the  already  large  financing  requirements  of  the 
Federal  Government. 

Accordingly,  a  recommendation  was  made  to  the  Congress  that  the 
3.26  percent  interest  limitation  on  savings  bonds  be  removed  to  permit  the 
Treasury'  to  restore  the  attractiveness  of  these  securities  relative  to  other 
savings  media.  In  September,  legislation  was  enacted  to  increa.se  the 
maximum  limit  on  the  interest  rate  on  .savings  bonds  to  4'/4  percent,  and 
the  rate  on  new  Series  E  and  H  savings  bonds  was  promptly  raised  to  3^ 
percent,  effective  June  1,  1959.  The  return  on  outstanding  Series  E  and  H 
bonds  purchased  before  June  1  was  also  increased  by  approximately  ‘/j 
percent  over  their  remaining  life,  if  held  to  maturity.  November  and 
December  were  the  first  months  in  1959  in  which  sales  of  new'  Series  E 
and  H  savings  bonds  exceeded  those  in  the  corn'sp>onding  months  a  year 
earlier;  and  by  the  year-end  the  amount  outstanding  had  recovered  to  the 
level  of  the  end  of  1958. 

Monetary  and  Credit  Policy 

Monetary  policy  in  1959  was  designed  to  influence  the  availability  of 
funds  and  the  liquidity  of  the  economy  in  ways  that  would  help  foster  the 
steady  growth  of  production  and  employ'ment  and  prevent  the  develop¬ 
ment  of  potential  inflationary  forces.  In  seeking  to  achieve  these  results, 
Federal  Reserve  authorities  increased  the  degree  of  the  restraint  that  they 
had  been  exercising  on  credit  markets  since  August  19.58,  when  recovery 
from  recession  called  for  a  gradual  change  in  policy. 

In  pursuance  of  a  policy  of  greater  restraint,  Federal  Reserve  Franks  in 
March,  May,  and  September  1959  raised  the  discount  rate  charged  by 
them  to  member  banks  from  2/2  to  4  percent,  paralleling  the  risj  in  the 
interest  rate  on  3-month  Treasury  bills  (Chart  14).  Open  market  opera¬ 
tions  in  United  States  Government  securities  were  a  major  policy  tool  used 
to  influence  member  bank  reserves.  With  Federal  Reserve  operiitions  in 
the  Government  securities  market  withdrawing  somewhat  more  reserve 
funds  than  usual  on  balance  over  the  first  half  of  the  year,  and  with  the 
demand  for  bank  credit  expanding,  commercial  banks  were  under  pressure 
to  enlarge  their  borrowings  at  Federal  Reserve  Banks  (Chart  15).  These 
borrowings  increased  from  a  range  of  $.500-700  million  to  around  $1  billion 
about  mid-year,  and  they  remained  near  the  higher  level  during  the  rest  of 
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CHART  14 
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Interest  Rates  and  Bond  Yields 


Short-term  interest  rates  rose  sharply  in  1959  .  .  . 

PERCENT  PER  ANNUM 


.  .  .  and  long-  term  rates  increased  during  much  of  the  year. 
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CHART  15 


Member  Bank  Reserves 

Federal  Reserve  purchases  of  U.S.  securities  helped  offset  effects 
on  reserves  of  increased  currency  and  gold  outflow  in  1959. 
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Borrowings  at  Federal  Reserve  Banks  surpassed  excess  reserves  of 
member  banks  by  late  1958,  and  the  gap  widened  thereafter. 


BILLIONS  OF  DOLLARS  ^  (ENLARGED  SCALE) 


.5 

I  MEMBER  BANKS 


_  BORROWINGS  FROM 

federal  reserve  banks  i 


■■■''  /  ''  f\/ 

EXCESS  RESERVES*/ 


r\  FREE  RESERVES 
^EXCESS  RESERVES  ■ 
I  LESS  BORROWINGS) 


t  AVERABES  OF  DAILY  FIGURES 
R  INCLUDES  VAULT  CASH  ALLOWED. 

SOURCE’  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 


46 


the  year.  Over  the  yrar  as  a  whole,  total  iiieniber  bank  reserves  available 
for  nionetaiA  and  credit  expansion  changed  only  slightly.  Reserves  sup¬ 
plied  by  open  market  purchas»'s  of  United  States  Ciovernment  securities, 
when  added  to  those  supplied  through  the  increased  borrowings  and  other 
factors,  sufficed  to  offset  a  drain  on  hank  reserves  resulting  from  changes  in 
the  gold  stock  and  in  the  amount  of  currency  in  circulation. 

Some  additional  funds  for  seasonal  monetary  and  credit  needs  were  re¬ 
leased  in  early  December  when  the  Federal  Reserve  took  its  first  step  in 
exercising  the  authority  provided  by  Public  Law  86-111  to  include  vault 
cash  in  meeting  required  re.serves.  Country  banks  with  vault  cash  holdings 
greater  than  1  jx-rcent  of  demand  deposits  were  allowed  to  count  the  excess 
to  meet  their  nxjuin'd  reserves,  while  central  reserve  city  and  reserve  city 
banks  were  piTinitted  to  count  any  excess  greater  than  2  percent.  However, 
this  move  released  only  $270  million  of  vault  cash,  out  of  an  average  of  $2.3 
billion  held  by  member  banks. 

Reflecting  all  developments  influencing  the  availability  of  reserve  funds, 
the  money  supj)ly  (demand  deposits  and  currency)  grew  by  about  0.5 
|>ercent  in  19,')9,  compared  with  4  percent  during  19.58.  Additions  to 
time  de|x>sits  of  commercial  hanks  also  were  smaller;  they  amounted  to 
about  3.5  percent,  compared  with  an  increase  of  13  jXTcent  in  1958.  At 
the  same  time,  the  amount  of  marketable  L\S.  Government  securities  with 
maturities  of  less  than  one  year  increased  by  about  $7  billion. 

Regulations  T  and  U  were  amended  by  the  Federal  Reserve  authorities, 
as  of  June  15,  to  make  margin  n-quirements  more  effective  as  a  restraint 
on  the  use  of  credit  in  stock  market  transactions.  No  change  was  made  in 
the  90  percent  margin  re(]uirement. 

FkDKRAL  HofSING  AND  HOMF,  FINANCING 

Increasing  demands  for  capital  and  credit  in  1959  led  to  more  intensive 
competition  for  funds  in  the  markets  from  which  much  of  the  financing  of 
home  construction  and  purchase  is  normally  drawn.  As  construction 
financing  and  commitments  for  mortgage  funds  became  less  readily  avail¬ 
able  in  an  increasing  number  of  housing  market  areas,  and  as  borrowing 
costs  rose,  numerous  adjustments  were  required  in  Federal  housing  and  home 
financing  programs.  These  actions  were  taken  to  facilitate  the  flow  of 
private  funds  into  home  financing  and  thereby  to  help  sustain  an  adequate 
level  of  home  building  and  to  avoid  unnecessary  demands  for  Federal 
financial  assistance. 

First,  adjustments  became  necessary  in  the  maximum  interest  rate  that 
private  lending  institutions  are  permitted  to  charge  on  Government-insured 
or  guaranteed  home  mortgage  and  project  loans.  In  the  absence  of  such 
adjustments,  the  availability  of  private  funds  for  families  wishing  to  purchase 
homes  with  federally  insured  or  guaranteed  mortgages  and  for  the  con¬ 
struction  of  apartment  projects  under  such  financing  would  have  decreased 
rapidly.  In  March,  the  Federal  Housing  Administration  raised  to  4/2 
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percent  the  maximum  permissible  interest  rates  on  armed  service  project 
mortgages.  In  September,  the  maximum  permissible  interest  rate  on  FHA- 
insured  home  loans  was  raised  to  5%  percent.  Pursuant  to  the  authority 
granted  by  a  1959  legislative  act,  the  Veterans  Administration  in 
July  increased  to  5>/4  percent  the  ceiling  rate  chargeable  on  its  guaranteed 
and  insured  home  loans  and  charged  by  it  on  direct  home  loans.  Also, 
following  approval  of  the  Housing  Act  of  1959,  on  September  23,  1959, 
interest  rate  ceilings  were  raised  on  FHA-insured  loans  on  rental  and 
cooperative  projects;  the  maximum  size  of  home  loans  eligible  for  in¬ 
surance  by  the  Federal  Housing  .Administration  was  increased;  and  the 
limits  were  raised  on  the  size  of  mortgages  that  could  be  insured  for  rental 
housing  projects.  Other  adjustments  piemiitted  by  the  new  legislation  were 
put  into  effect  where  needed  to  take  account  of  changes  in  construction 
cost  and  design  that  had  taken  place  in  earlier  years.  The  Farmers  Home 
Administration  raised  the  interest  rate  on  direct  home  loans  to  farmers  from 
4/2  to  5  percent  in  September  1959;  a  similar  increa.se  had  b<'en  made  in 
December  1958  on  certain  types  of  insured  home  loans. 

Second,  changes  were  required  in  Federal  programs  that  supplement  and 
support  private  sources  of  credit  and  capital  for  home  construction  and 
purchase.  The  Federal  National  Mortgage  Association  made  several  reduc¬ 
tions  in  its  schedule  of  mortgage  purchase  prices  under  special  assistance 
programs.  In  the  Association’s  secondary  market  operations,  prices  on 
FHA-insured  and  VA-guaranteed  514  percent  loans  were  reduced  in  a 
series  of  five  changes,  and  corresponding  reductions  were  made  in  the 
prices  of  mortgages  bearing  other  interest  rates.  The  several  Federal  Home 
Loan  Banks  advanced  interest  rates  on  loans  to  member  associations  to  bring 
the  cost  of  these  borrowings  into  closer  alignment  with  conditions  in  the 
capital  markets. 

Despite  these  changes,  total  demands  for  assistance  under  Federal  pro¬ 
grams  that  supply  funds  directly  to  the  home  mortgage  market  increased 
rapidly  during  the  year,  as  progressively  higher  yields  on  long-term  non¬ 
mortgage  investments  tended  increasingly  to  attract  investment  funds  that 
might  otherwise  have  been  available  for  the  purchase  of  home  mortgages. 
In  1959,  the  Federal  National  Mortgage  Association  purchased  $735  mil¬ 
lion  of  mortgages  under  its  secondary  market  operations  program  and 
$1,172  million  under  its  special  assistance  programs;  purchases  in  1958  had 
totaled  $623  million  under  all  programs.  The  advances  of  the  Federal 
Home  Loan  Banks  to  their  member  institutions,  most  of  which  are  savings 
and  loan  associations,  increased  by  approximately  $760  million  over  the 
year,  a  rise  of  nearly  60  percent;  the  1958  increase  in  these  advances  had 
been  only  $33  million,  or  3  percent.  The  Veterans  Administration  made 
$200  million  of  loans  to  veterans  for  the  purchase  of  homes  in  areas 
eligible  for  such  assistance  under  its  direct  lending  program.  And  the 
Farmers  Home  Administration  extended  credits  of  $84  million  for  the 
purchase  or  improvement  of  farm  homes  (Table  7) . 
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Table  7. — Residenttal  mortgagf  holdings  oj  selected  Federal  programs,  1958-59 
[Mintons  of  dollars] 


End  of  period  j 

Federal  .N'atlonal  ! 
Mortfcafte  As.v)rlaMon  j 

V’eterans 

.Adminis¬ 

tration, 

direct 

home 

1  loans 

Farmers  Home  .Admin¬ 
istration 

Secondary 

market 

activities 

Special  1 
assistance  ^ 
functions 

Direct 

loans 

Secondary 

market 

activities 

I9.W:  DecemlHT . 

1,381 

419 

1 

743 

402 

12 

1959  March . 

1,484 

820 

778 

1  413 

22 

J  line . 

1,574 

1,211 

!  821 

'  429 

32 

Septemlier . 

1,777 

1,483 

,  855 

447 

37 

December . 

2,052 

1.  AAH 

1 

1  900 

452 

1  39 

Sources:  Federal  Xatlonal  Mortgage  Association,  Veterans  Administration,  and  Farmers  Home 
A  dm  In  1st  rat  Ion. 


These  direct  financial  supports  of  home  financing  themselves  involved 
demands  on  the  capital  markets.  To  obtain  additional  funds,  the  Federal 
National  Mortgage  Association  increased  its  debentures  to  the  public  by 
$540  million  during  the  year.  It  also  increased  by  $1  billion  its  use  of  funds 
furnished  by  the  Treasury.  In  other  home  loan  operations,  the  Veterans 
Administration  used  $150  million  and  the  Farmers  Home  Administration 
$115  million  of  Federal  funds.  The  expanded  advances  of  the  Federal 
Home  Loan  Banks  necessitated  an  increase  of  more  than  $1  billion  in  their 
capital  market  borrowings. 

Federal  Aid  for  Highways 

Progress  continued  during  the  past  year  in  carrying  forward  the  interstate 
highway  program  initiated  in  1956.  By  the  end  of  1959,  some  5,300  miles 
of  this  nation-wide  system  of  highways  had  been  completed,  and  some  5,000 
miles  of  additional  roads  were  under  contract  for  construction. 

The  cost  of  this  construction  is  financed  predominantly  by  the  Federal 
Government  out  of  taxes  on  highway  fuels  and  certain  other  excise  taxes 
paid  by  highway  users.  To  the  end  of  1959,  total  construction  exp>enditures 
on  the  program  amounted  to  $4.3  billion,  of  which  some  $3.6  billion  was 
financed  by  grants  to  the  States  from  the  highway  trust  fund.  During  this 
period,  the  Federal  Government  also  made  grants  to  the  States  of  $3.5  billion 
for  primary  and  secondary  highways  and  roads  under  a  Federal  assistance 
program  that  extends  back  for  many  years  (Table  8). 

Under  legislation  enacted  in  1958,  apportionments  of  grant-in-aid  funds 
to  the  States  for  highway  construction  under  Federal-aid  programs  were 
sharply  increased  to  combat  the  recession.  As  a  result,  the  highway  trust 
fund,  in  the  absence  of  additional  revenues,  faced  prospective  deficits  be¬ 
ginning  in  the  fiscal  year  1960.  Moreover,  the  likelihood  that  such  deficits 
would  arise  made  it  necessary,  under  the  mandatory  terms  of  the  basic 
legislation,  to  discontinue  apportionments  to  the  States  on  behalf  of  the 
interstate  program  until  a  prospective  balance  of  revenues  and  disburse¬ 
ments  in  the  trust  fund  could  be  foreseen. 
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I'abi.E  8. —  Obligations  and  pnymfnts  on  Fed(ral-atd  highway  progiams,  1957  ,W 
(Millions  of  dollars] 
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N'ote.— Detail  will  not  necessarily  add  to  totals  bwaiise  of  roimdinE. 
Source:  Det>artment  of  Commerce  (exceid  as  noted). 


In  order  to  avoid  the  costly  cutback  in  highway  planning  and  construction 
that  a  cessation  of  apportionments  would  entail,  and  to  assure  continuance 
of  the  interstate  program  on  a  self-sustaining  basis  and  on  the  scale  orig¬ 
inally  scheduled,  the  Administration  requested  an  increase  of  1  '/a  cents  per 
gallon,  for  a  pericxl  of  Hve  years  starting  July  1,  1959,  in  the  excise  tax 
levied  on  highway  fuels.  "I'lie  Congress  chose  to  raise  the  tax  by  only  one 
cent  per  gallon,  starting  Oc  tober  1,  1959  and  continuing  until  July  1,  1961, 
and  during  the  subsequent  three  years  to  transh-r  from  geiuTal  revenues 
to  the  trust  fund  part  of  the  revenue  from  the  exc  ise  taxes  on  automobiles, 
automobile  parts  and  accessories.  However,  thc'se  revenues  are  less  than 
are  needed  to  maintain  apportionments  at  the  level  jjrovided  for  in  the 
1958  legislation.  Accordingly,  while  the  1959  legislation  authorized  ap¬ 
portionments  of  $2.0  billion,  the  amount  apportioned  to  the  States  in 
October  1959,  covering  the  fiscal  year  1961,  was  neces.sarily  limited  to  $1.8 
billion. 

Foreign  Economic  Policy 

The  Administration  continued  in  1959  to  provide  substantial  assistance 
for  the  economic  development  of  less  developed  areas  as  well  as  military’ 
and  economic  assistance  to  countries  of  the  free  world.  The  importance  of 
these  programs  and  their  need  for  adequate  budgetary  support  wa.>  empha¬ 
sized  in  a  special  message  of  the  President  transmitted  to  the  Congress  on 
March  13,  1959.  During  the  year,  the  United  States  increased  its  participa¬ 
tion  in  existing  international  financial  institutions  and  encouraged  the  setting 
up  of  certain  new  institutions  designed  to  promote  the  flow  of  capital  to 
underdeveloped  countries.  The  United  States  also  continued  its  tradi¬ 
tional  efforts  to  reduce  impediments  to  international  trade. 
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Tht:  economic  potential  and  the  security  of  the  free  world,  and  the  future 
growth  of  the  less  developed  countries,  depend  in  large  measure  upon  the 
economic  strength  of  the  United  States  in  both  its  domestic  and  its  inter¬ 
national  aspects.  With  a  view  to  safeguarding  that  strength,  action  was 
taken  in  1959  to  improve  the  United  States  balance  of  payments,  in  which 
a  sizable  deficit  was  anticipated  for  the  year.  'I’he  payments  deficit  under¬ 
lined  the  importance  of  the  firm  fiscal  and  monetary  policies  being  pursued 
to  restrain  domestic  inflationary  pressures  and  to  a.ssure  stable  economic 
growth.  These  policies  served  to  maintain  confidence  in  the  dollar  through¬ 
out  the  world.  They  also  helped  to  lessen  the  danger  that,  through 
inflation,  the  comp<‘titive  strength  of  I’nited  States  trade  in  foreign  markets 
might  be  weakened. 

Throughout  1959,  the  United  States  emphasized  that  the  strong  economic 
position  attained  by  the  otlu*r  industrial  countries  justified  moves  on  their 
part  to  liberalize  commercial  policies  and  to  expand  foreign  investment.  A 
great  rise  had  occurred  in  their  gold  and  exchange  reserves,  their  balance 
of  [)ayments  positions  had  become  strong,  and  major  progress  had  been 
made  toward  currency  convertibility.  Thus,  at  the  Fifteenth  Session  of 
the  Contracting  Patties  to  the  General  .Agreement  on  Tariffs  and  Trade, 
it  was  agrt'cd  that  discriminatorv  import  restrictions  based  on  financial 
reasons,  largely  afTecting  the  I’nited  Stales,  should  quickly  be  eliminated. 
Moreover,  the  rise  in  reserxes  of  most  industrial  countries  provides  the 
basis  for  reducing  (juantitative  import  restrictions  generally.  The  United 
States  pressed  this  view  at  other  international  meetings  also,  as  well  as 
directly  with  tin*  governments  concerned.  By  the  end  of  the  year,  many 
countries  had  taken  action  to  reduce  discriminatory  restrictions  against 
imports  from  and  travel  to  the  I'nited  .States.  A  number  of  these  countries 
indicated  their  intention  to  take  further  action  in  the  near  future.  The 
United  States  also  asked  the  industrially  advanced  nations  to  increase  their 
assistance  to  less  dexelopixl  countries.  'I'he  economic  progress  of  these 
industrial  countries  was  clear  evidence  of  their  capacity  to  provide  increased 
aid. 

A  specific  step  to  improve  the  balance  of  payments  was  taken  with  the 
announcement  that  the  Development  Loan  Fund  (DLF)  henceforth  would 
place  primary  emphasis,  in  its  lending  to  the  less  developed  countries,  on 
the  financing  of  goods  and  services  which  these  countries  require  from  the 
United  States.  This  decision  was  taken  in  the  knowledge  that  other  indus¬ 
trial  countries  are  now  capable  of  financing  their  exports  of  capital  goods 
to  these  countries  on  a  long-term  basis.  Also,  steps  were  taken  to  transfer 
from  the  International  Cooperation  Administration  (ICA)  to  the  DLF, 
to  the  greatest  extent  possible,  assistance  which  ICA  affords  in  the  form 
of  aid  to  specific  development  projects.  Projects  so  transferred  are  subject 
to  the  new  DLF  financing  procedures.  There  is  reason  to  expect  that  these 
measures,  in  addition  to  strengthening  the  United  States  balance  of  pay¬ 
ments,  will  bring  about  an  increased  volume  of  foreign  lending  by  other 
industrial  countries. 
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Several  steps  were  taken  during  the  year  to  augment  the  flow  of  capital 
from  the  United  States  and  other  nations  to  the  less  developed  countries 
and  to  strengthen  international  financial  agencies.  On  June  17,  the  Presi¬ 
dent  signed  legislation  authorizing  an  increase  in  the  subscriptions  of  the 
United  States  to  the  International  Monetary  Fund  and  to  the  International 
Bank  for  Reconstruction  and  Development.  The  added  subscriptions 
amounted  to  SKS?.*)  million  to  the  Fund  and  $3,175  million  to  the  Bank. 

A  second  step  to  expand  the  flow  of  capital  was  taken  when  the  United 
States  joined  with  the  Latin  American  countries  in  the  establishment 
of  the  Inter- American  Development  Bank.  It  is  contemplated  that  the 
Bank  will  have  an  ordinary  capital  of  $850  million,  in  addition  to  a  separate 
fund  of  $150  million  for  special  operations.  The  United  States  contribu¬ 
tion  will  amount  to  $450  million. 

A  third  move  was  the  decision  taken  by  the  Governors  of  the  International 
Bank  for  Reconstruction  and  Development,  on  the  initiative  of  tlw  L’nited 
States,  to  proceed  with  the  formulation  of  plans  for  an  International  Devel¬ 
opment  Association  (IDA).  This  institution  would  have  resources  of 
about  $1  billion,  including  a  prospective  L’nited  .States  contribution  of 
somewhat  more  than  $300  million,  payable  over  approximately  five  years. 
It  w’ould  be  closely  affiliated  with  the  International  Bank  for  Reconstruction 
and  Development  and  would  give  greater  flexibility  to  the  operations  of 
that  institution.  It  would  also  facilitate  the  use,  for  development  purposes, 
of  the  local  currencies  of  certain  member  countries  provided  to  1D.\  out 
of  holdings  by  other  members.  Such  use  would  be  with  the  consent  of  the 
countries  whose  currencies  were  involved. 

The  economic  aid  extended  in  various  forms  by  the  United  States  to 
other  countries — almost  entirely  to  less  developed  countries — totaled  about 
$3  billion  in  the  year  ended  St'ptember  1959.  Disbursements  under  the 
Mutual  Security  Program  for  economic  assistance  amounted  to  about  $1.4 
billion,  exclusive  of  disbursements  by  the  Development  Loan  Fund.  The 
latter,  whose  operations  were  still  in  an  initial  stage,  disbursed  $114  million 
and  committed  $393  million.  Under  Public  Law  480,  agricultural  sur¬ 
pluses  were  disposed  of  as  follows;  $736  million  against  local  currencies; 
$133  million  through  transfers  to  private  welfare  and  international  relief 
agencies  for  foreign  ojDerations;  and  $58  million  through  deliveries  for 
famine  and  other  emergency  relief  purposes.  The  Export-Import  Bank 
disbursed  $598  million  in  loans  and  committed  $693  million,  while  receiving 
repayments  of  $301  million.  During  the  year,  it  increased  the  portion  of 
suppliers’  credits  which  it  will  finance. 

Under  the  national  security  provision  of  the  trade  agreements  legislation, 
the  President  approved  a  finding  that  oil  and  oil  products  were  being  im- 
p)orted  in  such  amounts  as  to  threaten  to  impair  the  national  security  and 
instituted  a  program  for  regulating  these  imports.  The  Director  of  the 
Office  of  Civil  and  Defense  Mobilization  found  no  threat  to  national 
security  from  imports  of  certain  heavy  electrical  equipment,  fluorspar,  and 
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cobalt.  Under  the  escape  clause  provision  of  the  trade  agreements  legis¬ 
lation,  the  President  approved  a  Tariff  Commission  finding  of  injury  from 
imports  of  certain  stainless  steel  flatware  products,  but  disapproved  such 
findings  for  tartaric  acid  and  cream  of  tartar.  The  Tariff  Commission 
found  no  injury  in  eight  cases  and  terminated  three  other  cases  without 
fonnal  findings. 

In  pursuance  of  its  policy  of  seeking  a  mduction  of  barriers  to  interna¬ 
tional  trade,  the  United  States  in  October  1958  proposed  to  the  Contracting 
Parties  to  the  General  Agreement  on  Tariffs  and  Trade  that  they  sponsor 
a  new  round  of  multilateral  tariff  negotiations.  The  proposal  was  approved 
by  the  Contracting  Parties  in  May  1959,  and  the  tariff  conference  is 
scheduled  to  begin  in  Septemb<‘r  1960.  Its  successful  conclusion  will 
permit  further  progress  toward  the  attainment  of  higher  levels  of  trade. 
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Chapter  4 

A  Legislative  Program  for  1960 


The  I960  PROGRANt  for  proniotinij  hicfb  rniployinent,  production, 
and  income  is  intended  to  supplement  and  reinforce  the  large  body  of 
pertinent  laws  already  administered  by  the  Federal,  State,  and  local  govern¬ 
ments.  It  also  takes  account  of  the  p<Tvasive  influence  on  economic  growth 
and  well-being  of  the  institutions  and  practices  of  the  private  sector  of  the 
economy.  Thus  it  is  consistent  with  the  concept  of  the  Employment  Act — 
that  responsibility  for  economic  advance  in  our  free  society  is  shar»‘d  by  the 
Federal  Government  with  other  political  divisions  and  the  private  economy. 
The  specific  proposals  have  been  shaped  with  a  view  to  th(‘ir  appropriat(‘ness 
in  the  current  economic  context  and  with  due  n-gard  to  the  longer-range 
challenges  and  opjxirtunities  noted  in  Chapter  1 . 

Federal  Finances 

In  view  of  present  economic  conditions  and  prospects,  a  Federal  budget 
that  not  merely  balances  expenditures  with  revenues  but  achieves  a  signifi¬ 
cant  surplus  for  debt  retirement  is  clearly  the  fiscal  plan  most  appropriate 
for  promoting  the  purposes  of  the  Employment  .Act.  Such  a  plan  has  been 
transmitted  by  the  President  to  the  Congress  for  the  fiscal  year  1961. 

In  addition  to  making  adequate  provisions  for  defense,  for  meeting  the 
obligations  of  our  international  leadership,  and  for  supplying  other  needed 
services,  the  proposed  budget  would  make  an  essential  contribution  to  the 
strengthening  of  our  national  economy  by  yielding  a  $4.2  billion  surplus  of 
receipts  over  exp<mditures.  By  helping  to  restrain  inflationary  pressures, 
such  a  budgetary  surplus  would  be  a  significant  factor  in  promoting  steady 
and  vigorous  economic  growth.  It  would  help  meet  demands  for  savings  in 
credit  and  capital  markets  and  thus  facilitate  and  make  l»*ss  costly  the 
financing  of  private  and  State  and  local  investment  projects  imp>ortant  to 
economic  growth  and  well-being.  It  would  greatly  facilitate  the  economical 
and  noninflationary  management  of  the  Federal  debt.  It  would  also  rein¬ 
force  confidence  at  home  and  abroad  in  the  United  States  dollar,  and  con¬ 
tribute  in  this  way  not  only  to  the  strength  of  our  economy  but  also  to  the 
economic  health  of  the  entire  free  world. 

Attainment  of  the  projected  surplus  in  the  fiscal  year  1961  will  depend 
in  part  on  economic  conditions  in  the  next  year  and  a  half.  However, 
favorable  action  by  the  Congress  on  certain  tax  and  postal  rate  pro- 
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p>osaIs  and  on  recommended  expenditures  is  also  needed  to  assure  this 
highly  desirable  budgetary  outcome. 

The  Congress  has  been  requested  to  extend  the  corporate  income  tax 
at  the  present  rate  for  another  year;  to  p>ostpone  for  an  additional  year  the 
reduction  of  excise  taxes  on  alcohol,  tobacco,  automobiles,  and  automobile 
parts  and  accessories  that  is  now  scheduled  for  June  30,  1960;  and  to  post¬ 
pone  for  a  year  the  repeal  of  the  tax  on  local  telephone  service  and  the 
reduction  of  the  tax  on  transportation  of  p<'rsons,  likewise  scheduled  for 
June  30,  1960.  The  Congress  has  also  been  requested  to  make  certain  cor¬ 
rective  amendments  in  the  tax  laws  applicable  to  cooperatives;  to  preclude 
unintended  and  excessive  percentage  depletion  allowances  for  mineral 
products,  if  this  problem  is  not  satisfactorily  resolved  through  litigation 
jx'nding  before  the  Supreme  Court;  to  tax  as  ordinary  income  any  gain 
realized  by  the  sale  of  depreciable  fjersonal  property  used  in  business,  to 
the  extent  of  the  depreciation  deductions  previously  taken  on  the  property; 
to  defer  the  taxation  of  income  earned  in  less  developed  countries 
of  the  world;  to  increase  the  aviation  fuel  tax  to  4/2  cents  per  gallon; 
and  to  impose  a  tax  of  4/2  cents  p)er  gallon  on  jet  fuel.  To  assure  construc¬ 
tion  of  the  interstate  highway  system  at  a  high  rate  and  on  a  self-supporting 
basis,  the  Congress  has  been  asked  to  increase  the  highway  fuel  tax  by 
cent  per  gallon  and  to  continue  the  tax  at  4/2  cents  per  gallon  until  June  30, 
1964.  This  action  would  obviate  diversion  of  excise  taxes  from  the  general 
fund.  In  addition,  favorable  action  by  the  Congress  has  been  requested 
on  an  adjustment  of  postal  rates.  The  effect  of  the  recommended  rate 
increases  would  be  to  reduce  the  dehcit  on  postal  op>erations  by  about 
$550  million  and  to  contribute,  by  this  amount,  toward  the  attainment  of 
the  desired  surplus. 

Expenditures  in  the  fiscal  year  1%1  are  estimated  at  $79.8  billion,  an 
increase  of  $1.4  billion  above  the  estimate  for  the  current  fiscal  year.  Some 
of  this  increase  will  occur  under  commitments  already  made  in  accordance 
with  existing  laws;  some  would  be  incurred  under  recommendations  made 
to  the  Congress  in  the  budget  for  fiscal  1961.  A  considerable  part  of  the 
rise  involves  programs  that  directly  support  our  economy’s  capacity  for 
growth.  Among  these  are  programs  for  the  development  of  land  and  water 
resources;  for  the  promotion  of  research,  education,  and  science;  for 
the  construction  of  physical  facilities  in  the  field  of  health;  for  urban  re¬ 
newal  ;  for  the  expansion  and  improvement  of  highway  and  air  transp)orta- 
tion;  and  for  aid  to  other  nations  of  the  free  world. 

A  major  proposal  has  been  made  to  the  Congress  for  legislative 
action  in  the  field  of  public  debt  management.  This  proposal  is  of  par¬ 
ticular  importance  in  view  of  the  large  amount  of  the  public  debt,  now 
more  than  $290  billion,  and  its  heavy  cost,  involving  interest  payments  in 
the  fiscal  year  1960  estimated  at  $9.3  billion.  Spiecifically,  the  Congress 
is  requested  to  remove  the  4^4  p>ercent  ceiling  on  the  interest  rate  which  can 
be  paid  on  United  States  Government  securities  with  a  maturity  of  more 
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than  5  years.  Events  since  this  request  was  first  made  have  underscored 
its  importance  for  minimizini;  the  hazard  of  creatint^  inflationary  pressures 
through  public  debt  transactions;  for  giving  greater  latitude  in  the  conduct 
of  monetary  and  credit  policies  conducive  to  the  growth  and  stability  of  the 
economy;  and  for  financing  the  debt  as  economically  as  jjossible. 

Also,  to  permit  the  financing  of  seasonal  increases  in  the  Federal  debt 
during  the  fiscal  year  1961,  it  is  necessary  to  enact  a  temporary  debt  limit 
that  is  somewhat  higher  than  the  present  permanent  limit  of  $285  billion. 
A  prop>osal  to  this  eflft'Ct  will  be  made  to  the  Congress  prior  to  the  expiration 
on  June  30,  1960  of  the  present  temporary  limit  of  $295  billion. 

Competition 

The  importance  of  vigorous  competition  to  the  promotion  of  economic 
growth  is  recognized  in  the  Employment  Act,  which  calls  upon  the  Federal 
Government  to  pursue  policies  for  economic  expansion  in  ways  that  foster 
free  competitive  enterprise.  To  strengthen  competition,  some  improvement 
is  needed  in  the  existing  body  of  antitrust  laws. 

Four  specific  legislative  actions  recommended  last  year  are  again 
requested  of  the  Congress.  The  first  would  require  that  antitrust  agen¬ 
cies  be  notified  when  firms  of  significant  size  engaged  in  interstate  commerce 
propose  to  merge.  The  second  would  authorize  the  Federal  Trade  C’ommis- 
sion  to  seek  preliminary  injunctions  in  merger  cases  where  a  violation  of  law 
is  likely.  The  third  would  strengthen  Federal  law  governing  bank  mergers 
accomplished  through  the  acquisition  of  assets.  The  fourth  would  grant 
the  Attorney  General  power  to  issue  civil  investigative  demands  under 
which  the  necessary  facts  may  be  elicited  when  civil  procedures  are  con¬ 
templated  in  antitrust  cases.  This  recommendation,  which  was  acted  upon 
favorably  last  year  by  the  Senate,  is  urgently  needed  to  strengthen  the 
investigative  authority  of  the  Attorney  General. 

Small  Business 

Federal  policies  and  programs  to  benefit  small  business,  which  also 
contribute  to  the  competitive  quality  of  our  enterprise  economy,  have 
evolved  along  lines  marked  out  by  recommendations  of  the  Cabinet  Com¬ 
mittee  on  Small  Business  and  by  various  laws. 

The  Small  Business  Administration  (SBA)  provides  a  wide  variety  of 
services  to  eligible  firms  and  individuals.  For  example,  it  supplies  loan 
funds,  for  periods  up  to  ten  years,  to  small  businesses  unable  to  obtain 
financing  from  other  sources  on  reasonable  terms.  Under  this  program, 
SBA  in  1959  approved  a  total  of  4,533  loans,  amounting  to  $217  million, 
to  small  business  concerns;  $186  million  was  to  be  supplied  directly  by  SBA 
and  the  remainder  by  private  financial  institutions  under  participation 
arrangements.  Second,  in  cooperation  with  the  Defense  Department  and 
civilian  procurement  agencies,  SBA  reserves  certain  proposed  Government 
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procurements  for  competitive  bidding  exclusively  by  small  businesses. 
These  “set-asides”  amounted  to  $1.1  billion  for  the  11  months  through 
November  1959.  As  a  result  of  them,  contracts  amounting  to  $860  million 
were  awarded  to  small  firms  in  the  first  11  months  of  1959,  contrasting 
with  $771  million  in  the  full  year  1958  and  $557  million  in  1957.  Third, 
with  the  concurrence  of  the  Attorney  General  and  the  Chairman  of  the 
Federal  Trade  Commission,  SBA  approves  the  formation  of  small-business 
pools  to  assist  enterprises  in  overcoming  handicaps  attendant  upon  a 
small  scale  of  operations  in  carrying  out  production  and  research  and  de¬ 
velopment  contracts.  Fourth,  SBA  publishes  and  distributes  information 
on  management  and  technical  subjects  and  has  developed  a  program  of 
courses  in  cooperation  with  educational  institutions  to  acquaint  owners  and 
managers  of  small  concerns  with  more  efficient  methods  of  planning,  or¬ 
ganizing,  and  conducting  business  operations.  Fifth,  SBA  awards  grants 
to  universities,  colleges,  and  State  agencies,  for  research  on  problems  of  small 
businesses;  these  grants  in  1959  totaled  $1.9  million.  Finally,  loans  are 
being  made  under  the  authority  provided  in  the  Small  Business  Investment 
.■\ct  of  1958  for  long-term  loans  to  State  and  local  development  corpora¬ 
tions  for  the  ultimate  Ixmefit  of  small  business  concerns;  by  the  end  of  1959, 
the.se  loans  amounted  to  some  $4  million. 

The  use  of  the  new  powers  granted  by  the  Small  Business  Investment  Act 
of  1958  to  license  and  help  finance  investment  companies  that  sp>ecialize  in 
providing  equity  capital  or  long-term  loans  to  eligible  small  concerns  was 
promptly  initiated  by  the  Small  Business  Administration.  Some  61  such 
companies  are  now  licensed,  with  a  present  total  capitalization  of  $40 
million,  of  which  $5.5  million  has  been  committed  by  SBA. 

Exf)erienee  so  far  suggests  that  the  spc'cifications  set  down  in  the  Small 
Business  Investment  Act  as  to  the  typ)es  of  securities  that  may  be  purchased 
by  small  business  investment  companies  are  perhaps  too  rigid.  Accordingly, 
proposals  have  been  made  to  the  Congress  for  amendments  to  the  Act 
to  provide  the  needed  flexibility.  Long-term  financing  by  small  busi¬ 
ness  concerns  would  also  be  assisted  by  favorable  Congressional  action  on 
a  request,  repeated  again,  for  an  amendment  to  the  Securities  Act  of  1933 
to  increase  from  $300,000  to  $500,000  the  maximum  amount  of  a  corporate 
security  issue  for  which  the  privilege  of  simplified  Regulation  A  filings  may 
be  accorded. 

Agriculture 

Federal  expenditures  for  agriculture  and  agricultural  resources  in  the 
fiscal  year  1960  are  expiected  to  total  $5.1  billion.  Of  this  amount,  some 
$1.6  billion  is  for  the  support  of  research,  conservation,  marketing,  and 
similar  .services,  and  for  loan  programs;  and  $3.5  billion  is  for  price  and  in¬ 
come  stabilization.  A  sizable  portion  of  the  latter  amount  is  absorbed  by 
interest  charges,  storage  and  transportation  costs,  and  disposal  losses  on 
excess  stocks  of  fann  commodities. 
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To  the  extent  |X)ssible  under  present  legislation,  administrative  actions 
were  taken  in  the  past  year  to  help  bring  about  a  better  adjustment  between 
agriculture’s  greatly  expanding  capacity  to  produce  and  the  demand  for 
farm  products,  to  improve  farm  incomes,  and  to  reduce  the  heavy  cost  of 
agricultural  programs  to  the  Federal  Government.  More  emphasis  is 
being  placed  on  the  development  of  markets  for  farm  products  at  home 
and  abroad,  on  efforts  to  sup|X)rt  prices  at  levels  that  will  more  nearly 
balance  production  with  potential  demand,  on  the  removal  of  cropland 
from  production,  and  on  the  development  of  the  nonagricultural  resources 
of  marginal,  low-income  farm  areas. 

Several  actions  taken  in  these  directions  during  1959  were  of  special 
imfx)rtance.  First,  supp>ort  prices  for  cotton  were  adjusted  as  individual 
producers  were  given,  for  the  first  time,  a  choice  between  ( 1 )  continu¬ 
ing  compliance  with  tightly  restrictive  acreage  allotments,  with  prices 
supported  at  80  percent  of  parity,  and  (2)  freedom  to  plant  up  to  40 
percent  beyond  the  allotment,  with  prices  supported  at  65  percent  of 
parity.  Second,  under  existing  legislation,  corn  producers  abolished  their 
acreage  allotments  by  referendum  late  in  1958  and  thereby  put  into  effect  a 
single  schedule  for  price  support  at  90  percent  of  the  three-year  average 
market  price  with  a  minimum  price  support  level  of  65  percent  of  parity. 
Third,  support  prices  for  several  commodities,  including  rye,  oilseeds,  dry 
beans,  and  feed  grains  other  than  com,  were  reduced  under  discretionary 
authority  of  the  Secretary  of  Agriculture.  A  number  of  these  commodities 
are  selling  at  prices  above  support  levels.  The  support  prices  for  tobacco 
were  increased  under  mandatory  provisions  of  the  law.  Fourth,  under  the 
law,  efforts  were  continued  for  the  disposal  abroad,  without  dismpting 
ordinary  commercial  markets,  of  as  large  a  volume  as  possible  of  stocks  of 
the  Commodity  Credit  Corporation.  ''his  action  was  aided  by  a  renewal 
of  the  International  Wheat  Agreement  and  by  a  lowered  price  and  an  in¬ 
creased  export  subsidy  for  cotton.  Fifth,  in  accordance  with  legislation, 
the  acreage  reserve  portion  of  the  Soil  Bank  was  temiinated  after  the 

1958  season,  but  the  Conservation  Reserve  was  increased  from  9.9  million 
acres  in  1958  to  22.4  million  in  1959.  Sixth,  the  Rural  Development  Pro¬ 
gram  was  strengthened  with  the  establishment,  by  Executive  Order,  of  an 
interdepartmental  committee  responsible  for  the  coordination  of  policies 
and  actions  of  all  participating  Federal  agencies  and  for  the  acceleration  of 
activities  under  the  Program.  Finally,  under  a  newly  enacted  law,  benefits 
under  price  support  loans  for  1960  were  limited  for  a  number  of  crops 
to  $50,000  per  producer,  unless  acreage  is  reduced  20  percent  below  the 

1959  amount  or  the  part  of  the  loan  in  excess  of  $50,000  is  repaid  within 
12  months. 

Additional  agricultural  legislation  is  urgently  needed,  however,  in  view 
of  the  continuing  high  program  costs  borne  by  the  Federal  Government 
and  the  continuing  accumulation  of  surpluses  of  farm  products.  Such  legis¬ 
lation  should  assist  an  orderly  transition  toward  eventual  balance  between 


prcxluction  and  demand  for  fann  products,  so  that  the  restrictive  limita¬ 
tions  to  which  agriculture  is  subject  under  present  law  may  be  removed. 

The  Conservation  Reserve  Program  should  be  expanded,  provided  cer¬ 
tain  conditions  are  fulfilled,  and  adapted  to  the  correction  of  specific 
commodity  problems  on  a  regional  basis.  Legislation  is  proposed  to  extend 
through  the  1963  crop  year  authority,  which  expires  after  the  1960  crop 
year,  to  bring  additional  land  into  the  Conservation  Reserve;  and  to  ex¬ 
pand  the  program  by  increasing  the  basic  limitation  on  the  total  payments 
in  any  calendar  year  from  $450  million  to  $600  million.  It  is  planned 
under  the  proposed  legislation  to  add  about  9  million  acres  to  the 
program  during  the  1961  crop  year,  thus  bringing  the  total  to  about 
37  million  acres.  Together  with  this  expansion  in  acreage  in  the  Con¬ 
servation  Reserve,  realistic  price  supp)ort  programs  are  needed,  especially 
for  wheat. 

Sjjecific  authority  will  be  requested  for  the  Secretary  of  Agriculture 
to  give  special  consideration,  in  allocating  Conservation  Reserve  funds, 
to  those  States  and  regions  in  which  curtailment  of  production  of  wheat 
or  other  surplus  commodities  is  consistent  with  long-range  conservation 
and  production-adjustment  goals.  The  future  authorization  for  the  Con¬ 
servation  Reserve  Program  should  not  be  increased  above  the  1960  level 
unless  needed  price-sup[X)rt  legislation  is  enacted  for  wheat.  Federal 
policy  on  cost-sharing  should  be  concentrated  in  the  future  on  conserva¬ 
tion  measures  that  foster  needed  shifts  to  less  intensive  uses  of  cropland; 
and  cost-sharing  assistance  should  be  eliminated  for  practices  which  in¬ 
crease  output  of  agricultural  commodities  already  in  excess  supply. 

New  obligational  authority  of  $10  million  is  requested  for  the  Great 
Plains  Conservation  Program,  the  same  as  for  the  fiscal  year  1960.  Under 
this  Program,  conducted  in  designated  counties  of  the  ten  Great  Plains 
States,  the  Federal  Government  provides  technical  assistance  to  farmers 
who  enter  into  long-term  contracts  to  make  needed  adjustments  of  land  use 
on  their  farms,  and  it  shares  in  the  cost  of  making  such  adjustments. 

The  Sugar  Act,  which  expires  on  December  31,  1960,  should  be  extended 
early  in  the  present  session  of  the  Congress. 

Limitation  on  price  support  for  certain  crops  grown  on  newly  irrigated 
or  drained  land  should  be  extended  for  another  three  years. 

The  Congress  should  again  consider  the  amendments  to  the  Agricultural 
Trade  Development  and  Assistance  Act  of  1954  (Public  Law  480)  proposed 
last  year  to  make  more  effective  the  program  for  surplus  disposal  abroad. 

Favorable  action  by  the  Congress  is  also  requested  on  pending  legislation 
to  place  the  loan  program  of  the  Farmers  Home  Administration  on  a 
revolving-fund  basis  and  to  make  other  improvements  in  the  laws  affecting 
this  activity. 

The  Rural  Electrification  Administration  (REA)  continues  to  provide 
additional  electric  power  generating  capacity  and  heavier  transmission  and 
distribution  facilities.  At  present,  96  percent  of  all  farms  have  central 
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station  electric  service,  and  more  than  one-half  of  REA’s  power  is  sold  to 
nonfarm  customers.  'I'he  latter  comprise  over  80  percent  of  the  new  cus¬ 
tomers  served.  Legislation  is  proposed  under  which  REA’s  borrowings 
from  the  Treasury  would  be  at  an  interest  rate  not  in  e.xcess  of  the  average 
rate  paid  by  the  Treasury  on  recently  issued  long-term  marketable  obliga¬ 
tions,  and  RE.A  would  charge  that  rate  plus  one-fifth  of  one  percent  on 
future  electric  and  telephone  loans.  .Also,  pending  legislation  should  be 
enacted  to  place  RE.A’s  operations  on  a  revolving-fund  basis. 

Nati’ral  Resources 

The  Federal  Government  has  traditionally  pursued  policies  designed 
to  assure  an  adequate  supply  of  raw  materials  for  current  economic  activ¬ 
ity  and  also  to  conserve  and  develop  resources  for  future  needs.  Signifi¬ 
cant  advances  in  geological  and  geophysical  exploration  metluxls  have  led 
to  the  discovery  of  new'  bodies  of  ore.  .Another  area  of  Federal  activity  is 
participation  in  the  construction,  maintenance,  and  operation  of  water 
projects.  These  projects  meet  various  needs,  often  simultaneously — hu¬ 
man  consumption,  irrigation,  flood  control,  power  generation,  navigation, 
and  recreation.  Expenditures  for  such  purposes  are  exjx'cted  to  rise  to 
$1.2  billion  in  the  fiscal  year  1961.  The  Congress  is  requested  to  enact 
a  pending  profxjsal  for  establishing  a  consistent  basis  on  which  non-Fed- 
eral  beneficiaries  will  share  the  costs  of  protection  against  floods. 

Additional  programs  are  being  conducted  by  the  Federal  Government 
to  improve  the  water  supply,  which  is  a  major  problem  in  many  parts 
of  our  country.  Encouraging  progress  is  being  made  in  research  on  tech¬ 
niques  of  converting  brackish  and  sea  water  into  fresh  water.  Important 
research  advances  have  also  been  made  in  water  conservation  techniques. 
The  Congress  will  be  requested  this  year  to  strengthen  the  enforcement 
provisions  of  Federal  legislation  for  control  of  water  pollution.  Increa.s- 
ing  attention  is  being  directed  also  ^o  local  needs  for  limiting  air 
pollution. 

Sound  management  of  timber  resources  is  another  aspect  of  Federal 
concern  in  the  development  of  natural  resources.  The  Government  seeks 
not  only  to  improve  timber  stands  in  national  forests  and  on  other  pub¬ 
lic  lands,  but  also  to  promote  conservation  practices  on  private  wood¬ 
lands.  More  than  $200  million  is  being  spent  annually  on  Federal  pro¬ 
grams  concerned  with  forest  resoun'es,  in  addition  to  outlays  for  soil  con¬ 
servation  on  fanns,  a  part  of  which  is  also  directed  to  improving  forest 
resources. 

In  recent  years,  increasing  amounts  of  Federal  funds  have  been  spent 
annually  for  the  conservation,  development,  and  wise  use  of  recreational  and 
fish  and  wildlife  resources.  Intensive  efforts  are  being  made  to  accom¬ 
modate  an  ever-increasing  number  of  visitors  to  national  parks,  expected 
to  reach  80  million  by  1966.  In  this  connection,  enactment  has  been 
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n'qucstfd  of  a  pending  projxjsal  for  the  preservation  of  certain  undevelop)ed 
shoreline  areas  for  public  use. 

Federal  assistance  is  also  being  provided  for  the  enlargement  and  di¬ 
versification  of  the  Nation’s  mineral  reserv'es.  Mapping  surveys,  field 
appraisals,  and  research  programs  on  extraction  methods  and  product 
utilization  contribute  directly  to  these  ends.  Other  contributions  are  being 
made,  for  example,  through  the  schedule  of  depletion  allowances  in  the 
Internal  Revenue  Code  and  the  mandatory  limitation  of  imports  of  p)etro- 
leum  and  petroleum  products.  Legislation  will  again  be  recommended 
for  a  long-range  program  to  conserve  helium  gas,  for  contract  authority 
on  coal  research,  and  for  revision  of  the  fee  schedule  for  noncompetitive 
oil  and  gas  leases  on  public  lands. 

Research  and  Development 

The  annual  investment  of  sizable  amounts  of  Federal  funds  in  research 
and  development  programs  has  served  significantly  to  enlarge  the  scientific 
and  technological  p>otential  of  the  Nation.  These  outlays,  which  have 
increased  rapidly  in  recent  years,  exceed  those  made  by  business  firms  and 
nonprofit  institutions  for  the  improvement  of  the  technical  base  of  our 
society.  According  to  revised  compilations  recently  reported  by  the 
National  Science  Foundation  and  the  Bureau  of  the  Budget,  Federal  research 
and  development  obligations  for  the  fiscal  year  1960  exceed  $8.1  billion; 
they  were  $7.9  billion  for  the  fiscal  year  1959  and  $5.9  billion  for  fiscal 
1958.  Estimates  of  expenditures  for  the  same  three  periods  arc  somewhat 
lower — $7.5  billion,  $6.6  billion,  and  $4.5  billion. 

The  pn*dominant  share  of  the  Federal  funds  for  research  and  develop¬ 
ment  is  devoted  to  military  projects;  but,  even  so,  the  benefits  obtained  from 
them  by  the  civilian  economy  have  been,  and  will  remain,  impressive.  The 
billions  of  dollars  spent  annually  for  procurement  and  construction  under 
programs  of  the  Department  of  Defense  and  the  Atomic  Energy  Commission 
likewise  have  a  peacetime  value  apart  from  their  immediate  contribution  to 
the  Nation’s  security.  Many  areas  of  defense  spending  that  will  continue 
to  influence  civilian  technology  may  be  cited — for  example,  the  develop¬ 
ment  and  production  of  aircraft  and  missiles,  data-processing  machines, 
electronic  communication  and  control  equipment,  high-energy  fuels,  un¬ 
conventional  devices  for  generating  electrical  energy,  solar  furnaces,  and 
metallic  and  other  materials  meeting  strict  performance  requirements  under 
stress  and  at  extreme  temperatures. 

The  peacetime  usefulness  of  atomic  energy  is  also  being  demonstrated  in 
both  research  and  production.  Thus,  more  than  2,000  patents  have  been 
released  for  public  use  without  payment  of  royalties.  Civilian  nuclear 
power  reactors  are  being  developed  for  eventual  economic  use  in  the  United 
States  and  abroad.  Research  is  being  conducted  in  the  realms  of  high- 
energy  physics  and  controlled  thermonuclear  fusion.  Radioisotopes  are 
being  used  in  agricultural  research  and  various  industrial  processes. 
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Through  bilateral  agreements,  participation  in  the  International  Atomic 
Energy  Agency,  cooperation  with  regional  atomic  energy  organizations,  and 
international  conferences  and  exchanges  of  visits,  efforts  are  being  made  to 
widen  these  opp>ortunities  for  the  constructive  application  of  nuclear  energy. 

By  far  the  greater  part  of  the  Federal  research  and  development  budget 
supports  projects  that  are  performed  extramurally  by  profit  and  nonprofit 
organizations  under  contract.  Actordingly,  many  of  the  benefits  of  new 
knowledge  are  diffused  quickly  and  widely.  Thus,  some  companies  acquire 
patents  and  know-how  that  serve,  and  will  continue  to  serve,  productive 
purfKJses  that  range  far  beyond  the  objectives  of  the  original  research  proj¬ 
ects.  Employees  acquire  new  skills  and  specialized  experience,  and  the 
backgrounds  of  participating  teachers,  doctors,  and  other  professional 
workers  are  also  enriched.  In  the  fiscal  year  1960,  extramural  projects 
will  account  for  about  $6  billion  of  the  Federal  obligations  for  research  and 
development.  The  corresponding  figure  for  the  fiscal  year  1959  is  $5.5 
billion,  and  for  the  fiscal  year  1958,  $4  billion. 

The  civilian  economy  is  deriving  technological  advantages  not  only  from 
Federal  expenditures  for  research,  procurement,  and  construction  but  also, 
of  course,  from  the  multibillion-dollar  annual  research  outlays  of  business 
firms  and  other  private  organizations.  Various  Federal  legislative  provi¬ 
sions  have  been  designed  to  encourage  business  participation  in  private 
research  ventures.  Among  these  are  Section  174  of  the  Internal  Revenue 
Code  of  1954,  which  permits  business  expenditures  for  research  to  be  de¬ 
ducted  from  taxable  income,  and  Section  9  of  the  Small  Business  Act  of 
1958,  which  encourages  small  business  concerns  to  engage  in  joint  research 
and  development  efforts. 

Federal  supjxjrt  of  basic  research  in  the  physical,  biological,  and  social 
sciences  has  been  expanded  in  recent  years,  and  an  increasing  proportion 
of  the  funds  for  such  research  is  being  channeled  into  educational  institu¬ 
tions,  including  research  centers  administered  by  colleges  and  universities. 
The  amount  obligated  for  basic  research  in  the  fiscal  year  1960,  as  in  1959, 
is  close  to  $500  million,  an  increase  of  almost  one-half  over  the  total  for  1958. 

Education  and  Health 

In  our  Nation,  responsibility  for  education  and  training  and  for 
health  services  has  traditionally  been  borne  by  local  and  State  govern¬ 
ments  and  by  private  groups.  The  Federal  Government  supplements  these 
efforts,  however.  In  the  current  fiscal  year,  its  expenditures  for  the  pro¬ 
motion  of  education  will  total  $549  million.  Indeed,  Federal  support  for 
public  education  dates  from  the  Ordinance  of  1787;  another  landmark  is  the 
land  grant  college  system,  which  will  soon  celebrate  its  100th  anniversary. 
Federal  interest  in  health  may  be  traced  to  1798,  when  the  Public  Health 
Service  was  established ;  the  first  food  and  drug  law  was  enacted  over  half 
a  century  ago. 
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The  efforts  in  these  fields  at  all  levels  of  government — local,  State,  and 
Federal — and  by  private  groups  are  impressive,  and  they  are  expanding 
rapidly.  In  the  last  ten  years,  total  public  and  private  expenditures  for 
education  have  almost  tripled,  reaching  $22  billion  in  1959;  the  number  of 
teachers  in  elementary  and  secondary  schools  has  increased  by  450,000,  and 
their  average  compensation  has  risen  by  71  p)ercent. 

Public  and  prisate  expenditures  for  health  and  medical  care  have  almost 
doubled  during  this  period — from  more  than  $12  billion  to  about  $24  billion. 
.Annual  Federal  expenditures  for  health  and  medical  programs  rose  from 
about  $700  million  to  $1.5  billion,  and  State  and  local  expenditures  in¬ 
creased  from  $1.7  billion  to  well  over  $2.5  billion. 

Yet,  as  noted  in  Chapter  1,  increased  public  and  private  efforts  in  educa¬ 
tion  and  health  w'ill  be  required  to  meet  the  needs  of  a  growing  population 
and  labor  force.  During  the  next  five  years,  the  population  aged  14  to  24 
will  increase  by  nearly  1 ,400,000  annually,  compared  with  625,000  per  year 
from  1955  to  1960.  The  Nation’s  educational  institutions  will  have  to 
prepare  to  accommodate  far  greater  numbers  of  high  school,  college,  and 
graduate  students.  State  and  local  governments  will  have  to  redouble  their 
programs  to  provide  teachers  and  equipment  for  secondary’  and  higher  edu¬ 
cation.  The  assurance  of  an  adequate  supply  of  doctors  and  other  health 
{personnel  will  require  an  expansion  of  medical  training  facilities.  Since  the 
growth  of  the  seasoned  labor  force  of  p>ersons  over  25  years  of  age  will  be 
small,  in  contrast  to  the  increase  in  the  number  of  younger  and  less-ex¬ 
perienced  persons  who  will  be  seeking  employment,  business  firms  will  find 
it  advisable  to  expand  job-training  programs. 

For  its  part,  the  Federal  Government  has  already  been  providing  large- 
scale  support  for  education  programs  administered  by  the  Department  of 
Health,  Education,  and  Welfare,  the  National  Science  Foundation,  the 
.\tomic  Energy  Commission,  and  other  agencies.  Under  the  National  De¬ 
fense  Education  Act  of  1958,  Federal  contributions  are  being  made  to 
student  loan  funds;  matching  grants  are  being  provided  for  equipment 
needed  in  teaching  science,  mathematics,  and  foreign  languages;  and  assist¬ 
ance  is  being  given  to  teacher  training  in  foreign  languages,  graduate  study 
in  all  fields,  including  science  and  mathematics,  and  guidance  counseling 
and  testing  services.  Other  programs  include  graduate  and  faculty  fellow¬ 
ships,  institutes  for  college  and  high  school  teachers  of  science  and  mathe¬ 
matics,  traineeships,  and  grants  for  research  and  equipment.  In  the  current 
school  year,  about  100,000  college  students,  almost  three  times  as  many  as 
last  year,  are  expected  to  make  use  of  the  loan  funds  established  under  this 
Act. 

Exp)enditures  for  education  and  training  of  veterans,  currently  requiring 
nearly  $450  million,  will  amount  to  a  little  more  than  $300  million  in  the 
fiscal  year  1961.  For  ex-servicemen  having  service-connected  disabilities, 
however,  a  necessary  program  of  vocational  rehabilitation  will  be  recom¬ 
mended  to  the  Congress. 
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As  noted,  programs  for  raising  standards  of  health  throughout  the  Nation 
have  been  given  large  and  increasing  Federal  support  in  recent  years. 
These  programs  include  the  research  conducted  at  the  National  Institutes 
of  Health,  research  grants  to  medical  schools  and  research  institutions, 
and  grants  to  States  for  the  construction  of  hospitals  and  other  health 
facilities.  They  will  entail  Federal  expenditures  approaching  $600  million 
in  1961,  about  double  the  amount  spent  for  these  purposes  in  the  hscal 
year  1953. 

Finally,  a  program  involving  Federal  expenditures  of  nearly  $1  billion 
in  the  fiscal  year  1%1  serv’es  veterans  eligible  for  hospitalization  and  other 
medical  benefits  under  existing  law. 

Personal  Security 

The  efforts  of  Government  to  foster  sustainable  inftation-free  economic 
growth  are  its  principal  contribution  to  strengthening  the  foundations  of 
personal  security  for  all  Americans.  An  expanding  economy  offers  oppor¬ 
tunities  for  better  jobs  and  self-advancement,  for  good  homes,  and  for 
greater  indepiendent  financial  provision  against  the  hazards  of  life.  As 
indicated  in  Chapter  1  of  this  Report,  Americans  have  scored  impressive 
improvement  in  recent  years  in  individual  security  and  well-being.  Never¬ 
theless,  as  earlier  Economic  Reports  have  pointed  out,  a  dynamic,  urban 
economy  also  presents  hazards  to  personal  security  that  in  some  instances 
may  be  met  inadequately  or  not  at  all  by  individual  efforts.  By  helping 
individuals  overcome  these  hazards.  Government  strengthens  the  founda¬ 
tions  of  piersonal  security;  and,  by  improving  morale  and  efficiency  and 
helping  to  maintain  incomes  in  times  of  economic  slack,  it  further  enhances 
the  economy’s  capacity  for  healthy  growth. 

Existing  programs  for  promoting  personal  security  and  welfare  should 
be  adjusted  in  certain  respects.  First,  improvements  are  needed  in  the 
Federal-State  unemployment  insurance  system.  The  scope  of  this  system, 
under  which  some  $2.4  billion  was  paid  in  1959  (exclusive  of  benefits  for 
Federal  employees,  veterans,  and  railroad  employees),  should  be  extended 
to  employers  of  one  or  more  persons,  to  nonprofit  institutions,  and  to 
Federal  instrumentalities  that  are  not  now  covered.  It  is  also  recommended 
that  the  Federal-State  system  be  extended  to  Puerto  Rico,  which  now  has 
its  own  unemployment  insurance  law,  and  that  the  provisions  of  th(  District 
of  Columbia  law  be  brought  up  to  the  standard  recommended  for  all  States. 
Under  the  present  Federal-State  system,  the  responsibility  for  the  amount 
and  duration  of  benefits  rests  with  the  States.  In  general,  benefits  have 
lagged  behind  the  rise  in  wages,  and  it  is  again  recommended  that  the  States 
increase  their  benefits  to  make  the  great  majority  of  covered  workers  eligible 
for  payments  equal  to  at  least  half  their  regular  earnings;  and  that  the  States 
increase  the  maximum  duration  of  benefits  to  26  weeks  a  year  for  all  eligible 
workers  who  remain  unemployed  that  long. 
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The  heavy  unemployment  benefit  payments  during  the  last  recession 
strained  the  finances  of  several  State  unemployment  funds.  Three  of  these 
States  secured  $213  million  in  loans  from  the  Federal  Unemployment 
Account.  Three  other  States  were  eligible  for  such  advances.  It  is  jxjs- 
sible  that  the  funds  of  a  few  additional  States  would  be  in  a  precarious 
financial  condition  if  another  recession  should  occur  in  the  next  few  years 
unless  their  finances  are  improved.  This  problem  is  under  study  by  the 
Secretary  of  Labor. 

The  proceeds  of  the  present  Federal  unemployment  tax  barely  suffice 
to  finance  the  administration  of  the  Federal-State  employment  security 
system  as  it  stands  today.  Steps  should  be  taken  to  provide  additional 
funds  for  administration  as  the  system  expands  and  also  to  rebuild  the 
Federal  Unemployment  Account  which  is  virtually  exhausted. 

Amendments  are  needed  to  remedy  serious  defects  in  the  legislation  en¬ 
acted  in  1958  to  protect  the  interests  of  the  Nation’s  working  men  and 
women  in  private  pc'nsion  and  welfare  plans,  under  which  funds  amounting 
to  more  than  $30  billion  have  been  accumulated.  Corrective  legislation 
was  proposed  in  the  last  session  of  the  Congress  to  allow  the  Secretary  of 
Labor  to  make  necessary  interpretations  of  the  law  and  to  enforce  com¬ 
pliance.  The  proposal  also  contained  provisions  necessary  to  deal  with 
such  crimes  as  bribery  and  embezzlement.  Both  of  these  amendments  are 
again  recommended  to  the  Congress. 

The  Congress  is  again  requested  to  extend  the  coverage  of  the  Fair  Labor 
Standards  Act  to  several  million  workers  not  now  receiving  its  protection. 
While  such  a  law  does  not  deal  with  the  fundamental  causes  of  low  in¬ 
comes,  it  may  help  safeguard  the  economic  interests  of  workers  at  the  fringes 
of  comp<'titive  labor  markets. 

To  enhance  the  progress  being  made  toward  eejualizing  economic 
opportunity  for  all  citizens,  certain  legislative  improvements  are  required  in 
programs  that  lie  within  Federal  jurisdiction.  Favorable  consideration  is 
again  requested  for  legislation  to  revise  the  outmoded  provisions  of  the 
8-hour  laws  applying  to  Federal  and  certain  federally  assisted  construction 
projects,  and  to  carry  out  the  principle  of  equal  pay  for  equal  work  without 
discrimination  because  of  sex.  The  Congress  should  also  establish  a  stat¬ 
utory  commission  on  equal  job  opportunities  under  Government  contracts. 

Efforts  to  reduce  the  hardship  and  loss  occasioned  by  occupational  acci¬ 
dents,  which  amount  to  nearly  2  million  each  year,  should  be  intensified  by 
employers  and  by  State  and  local  governments.  Where  necessary,  the 
States  should  improve  workmen’s  compensation  systems  with  respect  to 
benefits,  administration,  and  provision  for  rehabilitation. 

Nearly  14  million  persons  are  currently  receiving  benefits  under  the  Fed¬ 
eral  program  of  old-age,  survivors,  and  disability  insurance,  compared 
with  12.4  million  at  the  end  of  1958  and  11.1  million  at  the  end  of  1957, 
Old-age  benefits  exceed  $112  per  month,  on  the  average,  for  a  retired 
worker  and  his  wife;  aggregate  benefits  amounted  to  $10.3  billion  in  1959, 
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compared  with  $8.6  billion  in  1958.  The  liberalization  of  beneht  amounts 
in  1958  and  an  increase  in  the  number  of  beneficiaries  caused  the  rapid 
rise  in  total  benefit  payments.  The  provision  of  benefits  for  permanently 
disabled  workers  and  their  dependents,  which  became  effective  in  1957, 
has  added  more  than  400,000  persons  to  the  rolls.  The  average  monthly 
benefit  for  a  disabled  person  exceeded  $88  in  1959.  The  public  a.s.sistance 
programs,  to  which  the  Federal  Government  now  contributes  more  than 
$1.8  billion  of  the  funds  expended  annually,  distributed  more  than  $3.6 
billion  to  needy  persons  in  the  fiscal  year  1959,  compared  with  $3.3  billion 
in  1958. 

Programs  designed  to  return  handicapped  persons  to  remunerative  em¬ 
ployment  are  administered  by  all  States.  The  Federal  Governnitmt  sup¬ 
ports  State  programs  with  grants  averaging  about  60  percent  of  total  State 
agency  expenditures.  Federal  grants  in  support  of  rehabilitation  and  re¬ 
habilitation  research  and  training  totaled  $58  million  in  the  fiscal  year  1959. 
In  that  year,  81,000  persons  were  rehabilitated,  compared  with  less  than 
56,000  in  1954  and  the  long-range  objective  of  at  least  200,000  persons 
annually. 

Area  Assistance 

Although  the  numbc'r  of  labor  market  areas  in  the  United  States  with 
a  substantial  surplus  of  labor  beyond  current  requirements  has  been  reduced 
significantly  as  economic  activity  has  expanded,  many  communities  con¬ 
tinue  to  suffer  from  substantial  and  persistent  unemployment.  Assistance 
to  these  communities  is  available  through  a  number  of  Federal  agencies, 
whose  activities  in  this  connection  are  coordinated  through  an  interdepart¬ 
mental  Committee  To  Coordinate  Federal  Urban  Area  Assistance  Pro¬ 
grams,  as  well  as  from  State  and  local  groups.  In  1959,  the  Office  of  .Area 
Development  of  the  Department  of  Commerce,  which  carries  the  principal 
resp>onsibility  for  providing  Federal  assistance,  aided  an  increasing  numbi'r 
of  area  development  groups  in  their  efforts  to  strengthen  the  economic  bases 
of  their  communities.  Technical  assistance  furnished  by  the  Office  included 
counseling  on  methods  used  by  various  communities  to  solve  their  develop¬ 
ment  problems,  on  community  industrial  foundations  and  industrial  parks, 
and  on  State  and  local  financing  plans  for  promoting  economic  development. 

The  Department  of  Labor  aids  community  organizations  in  connection 
with  manpiower  asfiects  of  economic  development  and  with  on-the-job  train¬ 
ing.  Financial  assistance  to  business  concerns  is  furnished  through  the 
Small  Business  Administration.  The  “set-asides”  of  defense  contracts 
for  concerns  located  in  areas  of  substantial  labor  surplus  help  to  bolster 
economic  activity  in  particular  communities. 

Legislation  is  needed,  however,  to  supplement  and  strengthen  these  efforts 
to  help  areas  of  persistent  unemployment  create  new  job  opportunities. 
Such  legislation  should  stimulate  and  complement  the  efforts  of  communi¬ 
ties  to  help  themselves,  should  promote  maximum  participation  by  private 
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financial  institutions  and  by  State  and  local  agencies,  should  encourage  the 
creation  of  new  job  opportunities  rather  than  the  mere  transference  of  jobs 
from  one  area  of  the  country  to  another,  and  should  encompass  technical  aid 
for  the  economic  diversification  of  rural  low-income  areas  and  single-industry 
communities. 

A  recommendation  has  already  been  made  to  the  Congress  for  a  program 
that  meets  these  specifications.  It  would  provide  for  Federal  participation 
in  loans  to  business  concerns,  for  financial  a.ssistance  to  State  and  local  de¬ 
velopment  groups,  and  for  technical  assistance  to  local  groups  seeking  to 
strengthen  their  regional  economies. 

Housing  and  Home  Financing 

The  past  year  was  an  exceptionally  active  one  in  the  home  building  and 
home  financing  industries.  Some  1,340,000  new  private  dwelling  units 
were  started,  of  which  440,000  were  financed  under  mortgages  either  insured 
or  guaranteed  by  the  Federal  Government.  The  funds  that  flowed  into 
this  use  in  1959  are  estimated  at  $15  billion,  a  record  amount,  despite 
the  increasingly  intensive  competition  of  other  financing  requirements. 

The  role  of  the  Federal  Government  in  home  financing  has  assumed 
great  importance — in  terms  of  the  impact  on  housing  and  home  financing 
markets  and  in  respect  of  the  burden  on  the  Federal  budget.  Thus,  the 
Federal  National  Mortgage  Association  now  holds  a  piortfolio  of  $5.6 
billion  of  mortgages  and  utilizes  $2.7  billion  of  Treasury  funds  for  this  pur¬ 
pose.  Under  the  Urban  Renewal  Program,  nearly  $250  million  has  al¬ 
ready  been  paid  out  in  grants  as  the  Federal  share  of  clearing  city  areas 
for  redevelopment,  and  some  $1.1  billion  of  additional  funds  will  ulti¬ 
mately  be  paid  to  the  cities  under  existing  contracts  and  reservations  of 
funds.  Nearly  $675  million  has  already  been  paid  out  under  the  public 
housing  program  in  annual  contributions  to  local  housing  authorities;  and 
the  Federal  Government  is  obligated  to  make  annual  contributions  for  the 
next  several  decades  to  repay  $3.5  billion  of  outstanding  indebtedness,  to¬ 
gether  with  interest,  under  contracts  for  projects  completed  or  under  con¬ 
struction.  Loans  of  about  $700  million  have  been  disbursed  to  colleges  and 
universities  under  the  college  housing  program,  and  about  $460  million 
of  commitments  and  reservations  for  additional  loans  are  outstanding.  The 
Veterans  Administration  has  employed  $1  billion  of  Treasury  funds  for 
direct  loans  to  veterans  for  the  purchase  of  homes. 

Under  present  law,  the  Federal  Housing  Administration’s  program  for 
the  insurance  of  home  improvement  and  modernization  loans  will  expire 
on  October  1,  1960,  unless  extended.  This  program,  under  which  some 
$12.4  billion  of  loans  have  been  insured  since  its  inception  in  1934,  should 
be  made  permanent.  Also,  the  present  ceiling  on  VA  interest  rates  is 
again  restricting  the  ability  of  veterans  to  avail  themselves  of  this  form 
of  home-purchase  financing.  The  Congress  should  accordingly  place  this 
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program  on  the  same  basis,  with  resp>ect  to  maximum  interest  rate  re¬ 
quirements,  as  FHA  programs.  The  maximum  permissible  interest  rate 
on  armed  service  housing  loans  insured  by  FHA  should  also  be  adjusted  to 
permit  such  loans  to  be  made  at  rates  above  the  present  4/2  {X'rcent  ceiling. 

Foreign  Economic  Relations 

Stronger  efforts  must  be  made  at  this  time  to  expand  United  States 
exports  of  goods  and  services.  Fiscal  and  monetary  policies  designed  to 
restrain  inflation  provide  a  solid  basis  for  such  efforts,  but  more  needs  to 
be  done  to  strengthen  the  competitive  position  of  our  exjxirts.  In  this 
connection,  the  Federal  Government  should  encourage  intensified  use  of 
Department  of  Commerce  facilities  for  disseminating  foreign  trade  infor¬ 
mation  to  exporters  and  potential  foreign  buyers  of  American  products; 
strengthen  the  commercial  activities  of  our  Foreign  Service;  increase  the 
number  of  our  trade  missions  to  other  countries;  and  arrange  for  more 
extensive  United  States  participation  in  trade  fairs  abroad. 

These  steps  should  make  more  effective  the  efforts  of  private  businesses 
to  increase  foreign  sales.  Expansion  of  exports  should  be  a  major  aim  of 
American  business  in  the  coming  year.  To  take  full  advantage  of  expand¬ 
ing  market  opportunities  abroad,  businessmen  will  have  to  price  competi¬ 
tively,  sell  aggressively,  adapt  and  design  products  to  meet  the  needs  of 
foreign  buyers,  and  offer  adequate  credit  and  service  facilities. 

Markets  for  United  States  products  were  significantly  expanded  last 
year,  particularly  toward  the  end  of  the  year,  by  the  reduction  of  quanti¬ 
tative  restrictions  on  dollar  impiorts  by  many  of  our  trading  partners  abroad, 
as  described  in  Chapter  2  of  this  Repxirt.  The  United  States  intends  to 
continue  encouraging  the  removal  of  remaining  restrictions  on  imports 
from  the  dollar  area.  These  efforts,  which  are  exjDccted  to  result  in  a 
further  expansion  of  United  States  expiort  opportunities,  will  be  made  in 
such  international  forums  as  the  General  Agreement  on  Tariffs  and  Trade 
and  the  International  Monetary  Fund,  as  well  as  through  bilateral  con¬ 
sultations  with  foreign  governments. 

It  is  hoped  that  the  industrial  countries,  consonant  with  their  growing 
financial  ability,  will  increase  their  long-term  lending  to  less  developed 
countries,  and  this  subject  is  being  actively  discussed  with  the  governments 
concerned.  For  its  part,  the  United  States  will  continue  vigorously  with  its 
plans  to  aid  the  economic  growth  of  less  developed  countries.  The  efforts 
of  many  of  these  countries  have  already  been  fruitful,  and  the  groundwork  is 
being  laid  for  more  rapid  advances  in  the  future.  In  many  instances,  how¬ 
ever,  the  level  of  living  in  the  less  developed  countries  remains  very  low. 

The  efforts  of  the  United  States  to  aid  less  developed  countiies  to  im¬ 
prove  their  productivity  and  level  of  living  will  be  channeled  through  insti¬ 
tutions  that  have  served  in  the  past,  including  both  the  Development  Loan 
Fund  and  the  Exf)ort-Import  Bank  (which  has  just  observed  its  twenty- 
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fifth  anniversary),  and  through  appropriate  new  institutions.  The  Inter- 
American  Development  Bank,  which  came  into  existence  late  last  year,  will 
begin  op)erations  shortly.  This  institution,  which  brings  together  the  United 
States  and  the  countries  of  Latin  America,  manifests  the  enduring  interest 
that  the  United  States  has  in  the  economic  progress  of  its  neighbors. 

The  formation  of  the  International  Development  Association  will  also 
be  pursued  actively  during  the  year.  It  is  exfx'cted  that  funds  for  the 
initial  United  States  subscription  will  be  requested  during  the  year. 

Federal  Statistics 

Significant  steps  have  been  taken  in  recent  years  to  achieve  an  improved 
and  b<*tter  integrated  program  of  Federal  statistics  on  the  Nation’s  economy. 
Impiortant  additional  improvements  are  proposed  for  the  coming  fiscal  year. 

The  1961  budget  for  current  statistical  programs  provides  for  a  net  in¬ 
crease  of  alx>ut  $2.5  million  over  1960  appropriations.  This  increased  ap¬ 
propriation  would  make  it  possible  ( 1 )  to  provide  better  crop  and  livestock 
estimates,  based  on  expierimental  work  previously  undertaken,  (2)  to 
improve  retail  trade  statistics,  (3)  to  initiate  a  monthly  survey  of  the  service 
trades  and  a  quarterly  survey  of  State  and  local  government  finances,  and 
(4)  to  carry  forward  work  initiated  this  year,  within  the  framework  of  the 
national  income  and  product  accounts,  for  a  table  of  interindustry  purchases 
and  sales  and  for  real  output  estimates  by  major  industries. 

In  the  area  of  social  statistics,  provision  is  made  for  obtaining  data  from 
health  examinations  of  a  scientifically  selected  random  sample  of  the  p>op>- 
ulation,  as  part  of  the  national  health  survey  program  initiated  in  1957. 
Improvements  in  statistics  on  education  and  on  marriages  and  divorces 
are  also  planned. 

Provision  is  also  made  for  the  continuation  of  work  on  the  pieriodic  cen¬ 
suses  and  on  the  five-year  project  to  revise  the  consumer  price  index.  The 
1961  budget  recommends  funds  for  tabulating  and  processing  economic 
and  demographic  data  collected  through  the  18th  Decennial  Census,  and 
for  final  publication  of  the  results  of  the  19.58  Censuses  of  Business,  Manu¬ 
factures,  and  Mineral  Industries.  The  major  appropriations  for  these 
censuses  were  made  last  year.  Funds  are  also  included  for  preparatory  work 
on  the  1 962  Census  of  Governments. 

A  consumer  expenditure  survey  will  be  undertaken  as  an  integral  part  of 
the  revision  of  the  consumer  price  index.  This  index,  along  with  addi¬ 
tional  needs  for  price  information,  is  being  studied  by  a  Price  Statistics 
Review  Committee,  which  will  make  recommendations  concerning  these 
programs  by  October  1960. 

Improvements  are  also  being  made  in  the  statistics  on  wages  and  salaries 
for  different  occupations  and  in  different  industries  and  labor  markets; 
on  fringe  benefit  costs ;  and  on  current  wage  rate  changes. 
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Combining  Private  Actions  with  Public  Policies 


This  chapter  has  presented  the  major  legislative  proposals  of  a  1960  pro¬ 
gram  to  supplement  and  reinforce  existing  Federal  laws  that  contribute  to 
our  Nation’s  capacity  for  inflation-free  economic  growth.  In  accordance 
with  the  language  and  the  spirit  of  the  Employment  Act,  this  program 
acknowledges  that  the  State  and  local  governments  and  the  private  sector 
of  the  economy  have  vital  roles  to  play  in  the  achievement  of  such  growth. 
Indeed,  in  the  present  economic  circumstances,  when  opportunities  for 
vigorous  expansion  are  abundantly  evident,  these  roles  should  be  encour¬ 
aged  to  the  fullest  extent,  while  the  Federal  role  should  become  more 
restrained. 

The  current  economic  setting  is  favorable  for  the  enactment  of  proposals 
of  long-run  significance  for  sound  growth  and  greater  well-being.  Accord¬ 
ingly,  the  1960  program  looks  to  a  modification  of  farm  programs  and  in¬ 
cludes  propKJsals  for  enhancing  the  competitive  character  of  our  economy, 
for  improving  the  effectiveness  of  various  Federal  lending  and  loan  insur¬ 
ance  programs,  for  extending  and  strengthening  present  provisions  for  per¬ 
sonal  security  and  welfare,  for  helping  to  provide  new  job  opportunities  in 
areas  with  high  and  persistent  unemployment,  and  for  establishing  a  new 
international  agency  to  assist  the  less  developed  countries  of  the  free  world. 

At  the  present  time,  the  Federal  Government  could  make  its  greatest 
contribution  to  inflation-free  economic  growth  through  financial  policies 
that  help  create  an  environment  favorable  to  the  exercise  of  maximum 
private  initiative.  The  major  step  in  creating  such  an  environment  would 
be  the  achievement  of  the  recommended  budget  surplus  for  debt  retire¬ 
ment  in  the  fiscal  year  1961.  The  effectiveness  of  this  policy  would  be 
heightened  by  removal  of  the  interest  rate  limitations  that  currently  inhibit 
the  noninflationary  management  of  the  Federal  debt.  Following  the  budget 
balance  now  in  prospiect  for  the  fiscal  year  1960,  and  complemented  by  the 
policies  of  the  independent  Federal  Reserve  System,  these  elements  of  the 
1960  program  would  make  important  contributions  to  sustainable  economic 
growth. 

Fiscal  and  monetary  policies  gain  strength  from  each  other  and  are 
powerful  instruments  for  preventing  the  development  of  inflationary  pres¬ 
sures  which  can  endanger  the  healthy  growth  of  our  economy.  But  there 
is  need  to  supplement  these  Government  policies  with  appropriate  private 
actions,  especially  those  affecting  profits  and  wages.  Our  markets  must 
be  sufficiently  flexible  to  allow  downward  as  well  as  upward  adjustments 
in  individual  prices  if  we  arc  to  achieve  greater  stability  in  the  general  level 
of  prices.  Achievement  of  this  desirable  result  is  unlikely  unless  the  national 
average  of  increases  in  wage  and  salary  rates  and  related  labor  benefits  re¬ 
mains  within  the  limits  of  national  productivity  gains.  Under  such  a 
standard,  price  reductions  in  sectors  of  the  economy  where  productivity  is 
advancing  especially  rapidly  would  offset  increases  that  might  be  warranted 
elsewhere. 
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The  general  wage-productivity-price  relationship  emphasizes  the  im¬ 
portance  of  private  actions  favorable  to  the  acceleration  of  productivity 
gains.  The  achievement  of  widely  shared  and  sustainable  increases  in 
economic  rewards,  without  inflation,  must  rest  on  a  solid  foundation  of 
productivity  advance.  Accordingly,  it  is  important  for  management  and 
labor  to  cooperate  for  more  complete  attainment  of  the  productivity  poten¬ 
tials  afforded  by  continuing  technological  progress. 

In  our  free  economy  and  under  our  system  of  shared  resp)onsibility,  we 
do  not  rely  on  Government  alone  for  the  achievement  of  inflation-free 
economic  growth.  On  the  contrary,  the  attainment  of  this  objective  re¬ 
quires  a  blending  of  suitable  public  policies  and  private  actions,  both  of 
which  rest  upon  an  informed  public  opinion.  To  enhance  public  awareness 
of  the  damage  that  could  be  done  by  inflation  and  to  support  Government’s 
efforts  to  restrain  inflationary  forces,  the  Congress  should  amend  the  Em¬ 
ployment  Act  of  1946  to  make  reasonable  price  stability  an  explicit  goal 
of  national  economic  {xjlicy.  Although  this  goal  may  already  be  implied  in 
the  declared  objectives  of  the  Act,  such  an  amendment  would  express  more 
firmly  our  national  determination  to  curb  inflation.  The  amendment  that 
has  been  proposed  by  the  Administration  is  limited  to  a  change  in  the  lan¬ 
guage  of  the  Act’s  declaration  of  p)olicy.  Such  an  amendment  would  help 
accomplish  the  desired  purpose  without  causing  changes  in  our  economic 
institutions  that  might  be  inimical  to  the  freedoms  we  now  enjoy. 
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